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Above, Barber 324-B Automatic Con- 
version Burner. Tested and certified 
by AGA Laboratory under new listing 
requirements. No. 49-113-B Barber Automatic Burner Assembly 
. a 
You are Always Safe in Recommending 
What are the principal requirements of a really satisfactory gas 
conversion job? 
1. The burner must fit the heating unit. Barber has a sufficient range of 
sizes, for both round and oblong furnaces or boilers, plus special size 
adjustment features—to fit correctly all grate dimensions. 
2. You must have efficiency in operation. Only thorough combustion will 
get the most heat from the fuel consumed, at lowest operating cost. 
Barber's exclusive air-activated jets procure the highest intensity of heat, 
with a powerful "scrubbing" flame action applied directly to walls of 
fire-box. "No other burner burns like a Barber." 
3. The finest controls must be used. Barber employs the best precision auto- 
matic equipment available anywhere. 
4. You must use a burner backed by a reputable organization. With a record 
covering many thousands of installations over a third of a century, The 
Barber Gas Burner Co. and Barber dealers stand ready to see to it that — 
your customers get unfailing service and top performance from all a. 
Barber products. — 
operate 
We also design, develop, test, and manufacture innumerable types and sizes of burner aiieed 
units for all sorts of gas appliances, for industrial, commercial, and household use. We criminat 
supply hundreds of appliance makers with these standard or sp burners, for all kinds for equ 
of gas. The inclusion of a Barber unit in any such appli is an istakable symbol taxation 
of QUALITY. Write for our complete Catalog. | 
THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio's 
ona 
tien of 
BARBER BURNERS|:: 
tion. T 
sponsibi 
by its « 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


Bditor * BiiswortH NICHOLS 
Managing Editor * Francis X. WeiLcu 
Associate Editors * New H. Durry 
DonaLp EB. Rosinson 

FRANKLIN J. Topsy, Jr. 

DonaLp T. BuRKE 

McLELLAN SMITH 

Financial Editor * Owgn ELY 


Assistant Editors * M. C. McCartuy 
M. L. WiLuiaMs 


“ “ 


Henry C. SPuRR 
Editorial Consultant 


“ a 


PusLic Utiitigs FoRTNIGHTLY . 
stands for Federal and state regu- 
lation of both privately owned and 
operated utilities and publicly owned 
and operated utilities, on a fair and 
nondiscriminatory basis; for nondis- 
a. administration of laws; 
for equitable and a ee wey mynd 
taxation; and, in general—for the per- 
petuation of ‘the free enterprise sys- 
tem. It is an open forum for the free 
expression of opinion concerning pub- 
lic utility regulation and allied topics. 
It is supported by subscription and 
advertising revenue; it is not the 
mouthpiece of any group or faction; 
it is not under the editorial supervi- 
sion of, nor does it bear the endorse- 
ment of, any organization or associa- 
tion. The = do not assume re- 
the opinions expre 
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For your needs 
we have no reason 
to recommend anything but 
the right machines and systems. 


We make them all 
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When tt comes fo low-cost : 
y ee 
CUSTOINE? ACCOULITINIG... 
Remington Rand has both the experienced manpower and the equip- 
ment to help you cut costs—whether yours is a small or a large utility. ( 
Our Public Utility Department has passed its 20th birthday. At its 
heart are 6 Regional Specialists, one of whom is ready to work with | 
you on your problem! These men bring to you experience gained the 
best way—by first-hand work with your counterpart in other com- 
panies. Choosing from the services and equipment in the 6 general 
categories listed on the opposite page, they work always towards these 
primary goals: " 
1. Improved customer relations . 
2. Better employee relations 
3. Lowered costs 
If you would like to talk with one of our representatives about cost- t 
cutting on a “show-me” basis, please phone your local Remington | 


Rand office. There is no obligation, of course. 
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RE-DISTRICTING 
OR RE-ROUTING 


A trained staff of experi- 
enced supervisors is avail- 
able to work with you in 
your own office in level- 
ing out the load of Meter 
Reading and its subse- 
quent operations. 


METER READING BINDERS 
AND FORMS 


Binders, forms and aux- 
iliary equipment de- 
signed with knowledge 
of the job to be done by 
the Meter Reader, the 
Bookkeeper and the Bill- 
ing Machine Operator. 








BOOKKEEPING DESKS 


Functionally designed 
for any plan of book- 
keeping — whether the 
“Stub”, “Register”, “Tab 
Card”, or “Ledger Card”. 
A standard line of in- 
sulated equipment for 
24-hour fire protection. 








BILLING MACHINES 


The ‘‘Foremost”, for 
medium and large utili- 
ties; Tabulating Ma- 
chines, for complex rate 
structures and for statis- 
tics; Synchromatic, for 
punched cards as a by- 
product of billing. 








VISIBLE EQUIPMENT 
FOR CUSTOMER RECORDS 


Over 200 installations of 
Customer History, Cus- 
tomer Service, Meter 
History (and Test), and 
Unit Bookkeeping, to- 
day are giving lowered 
costs to their users. 








INSTALLATION 
SERVICE 
A trained staff of skilled 


personnel is maintained 
at all times to make the 
installations, train your 
personnel in the new 
systems, and provide a 
Manual of Operation. 


Remington Rand Ine. 


7 tard 
Heamingtor. 315 Fourth Avenue, New York 10, New York 
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N any war emergency, the utilities 

must be prepared to carry a bigger 
load at heavier operating cost, including 
taxes. The utilities must serve, not only 
Mars, but also the home front. Subse- 
quent changes will appear in such areas 
as the demand factor, sales and promo- 
tion, and other conventional activities of 
gas, electric, telephone, and other public 
services. It is not an easy transition to 
switch from a promotional consumers 
market to one where capacity and de- 
mand are the constant questionmarks 
with every new service request filed. 


ForRTUNATELY, the dual load imposed 
by war upon utility services is not a 
matter of superimposing war indus- 
tries entirely upon a peacetime load. The 
electric power industry demonstrated 
that during World War II. In many 
cases, it is simply a question of serving 
the same industrial consumer, who is 
turning his civilian enterprise over to 
war production purposes. 


Some Federal officials, who issued 
alarming statements about power short- 
ages at the outbreak of World War II, 
made the error of assuming that the war 
industry load would be mostly piled on 
top of the previous peacetime service 
load. There were industry officials, how- 
ever, who rightly determined that a large 
portion of the change would be substi- 
tution. 


Just the same, all utility services must 
look forward to significant shifts in the 
character of their service commitments. 
There may have to be corresponding 
changes in rate structures. New busi- 
ness promotion may have to be studied ; 
and sales efforts carefully planned. 


Utitity industries have been living 
with these problems long enough to have 
developed helpful experience. Two world 
wars and a major economic depression 
certainly provide enough background to 
promote the long view, and the steady 
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HENRY W. HILLS 
hand, at the managerial tiller. It may 
be found that certain changes of eco- 
nomic circumstances, which seem as new 
as freshly laid eggs, already have been 


provided for, in well-planned rate struc- 
tures of years’ standing. 


* * * * 


gen there appeared in this mag- 
azine a critical analysis of a so- 
called “demand charge” widely used in 
public utility rate structures and ap- 
proved by regulatory authorities. In this 
issue (beginning on page 349) we pre- 
sent a well-qualified article which justi- 
fies the so-called “demand charge,” espe- 
cially in the case of industrial rates for 
an electric utility’s customers, which has 
been questioned from the regulatory 


. point of view. Here is a discussion of 


the background and purpose of the de- 
mand charge, which is the result of con- 
siderable experience and original think- 
ing by some of the best minds in the 
industry. 


Henry W. Hits, author of this arti- 
cle “Why a Demand Charge?” is a well- 
known electrical engineer of Reading, 
Massachusetts. He was born and edu- 
cated in that state, graduating from the 
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Has your financing program 
kept pace with the times? 


®@ Quite a change from the stately 
old windmill to a modern power 
plant. And from the capital markets 
of former years to those of today. 

Has your organization a com- 
prehensive program geared to 
present-day financial conditions? 
Are your financing methods and 
your approach to the financial 


ONE WALL STREET 
Capital Funds over $118,000,000 


community keeping up-to-date? 

If you would like to discuss these 
questions or others in connection 
with your business, the specialists 
in our Public Utilities Department 
will welcome the opportunity. 
They are fully qualified to give 
the expert guidance which may 
be of assistance to you. 


ST 


NEW YORK 15, N.Y. 
Total Resources over $1,100,000,000 


Wituiam N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department 
Tom P. Watker—Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Massachusetts Institute of Technology 
(BS, ’20) and licensed as an electrical 
engineer in that state. He started his 
career as a student engineer at the West- 
inghouse Electric & Manufacturing Com- 
pany East Pittsburgh plant; did a tour 
of duty with the Southern California 
Edison Company, 1921-24. He then 
served in his professional capacity with 
the Philadelphia Electric Company 
(1925-30) ; Consolidated Gas, Electric 
Light & Power Company of Baltimore 
(1931-36) ; and joined his present firm 
—Jackson & Moreland—in 1936. Dur- 
ing World War II, he served as a Lieu- 
tenant with the U. S. Navy in charge 
of harbor defense in the southern Pa- 
cific theater. 
’ 6¢ © «@ 


W. Mayort, author of the leading 
e article in this issue, dealing with 
the electric power supply situation in the 
Niagara-St. Lawrence area, is another 
veteran electrical engineer of New Eng- 
land. He is now assistant to the presi- 
dent of the Hartford Electric Light Com- 
pany, with nearly four decades of service 
with that organization. He first joined 
up in 1911, following his graduation 
from Rensselaer Polytechnic Institute. 


Mr. Mayortt may be better known to 
public utility people in other areas as a 
result of his distinguished service dur- 
ing World War II as national power 
coordinator for the War Production 





W. F,. STANLEY 
SEPT. 14, 1950 


Board. He was called to this special 
service in 1941 by J. A. Krug, then ad- 
ministrator of the U. S. Office of Pro- 
duction Management. Prior to that time, 
he had been, for twenty-one years, man- 
ager of the Connecticut Valley Power 
Exchange—a pool of northeastern elec- 
tric plants formed to coordinate power 
sources in five states. 
-_  - 


HE article on the troublesome ques- 

tion of “interest during construc- 
tion” (which begins on page 340) is the 
product of W. F. STANLEY, vice presi- 
dent, secretary, and treasurer of the 
Southwestern Public Service Company 
of Dallas, Texas. Mr. STANLEY has over 
a quarter of a century’s experience with 
problems of corporate accounting and fi- 
nance. From 1931 to 1939 he was asso- 
ciated with a prominent firm of public 
utility engineers and managers. During 
1939 he became secretary and treasurer 
of General Public Utilities, Inc., prede- 
cessor of Southwestern Public Service 
Company. He was active in connection 
with the corporate plans of integration 
which set up this organization system 
as it is today. 

oe 


uMA C. MITCHILL, librarian, Public 
Service Electric & Gas Company, 
is well-known in special library circles. 
In the Special Libraries Association she 
has held many offices, including national 
president (1938-1940). When the asso- 
ciation’s New Jersey chapter was or- 
ganized in 1935 Miss MitcHitt was its 
first president. She was 1950 national 
convention chairman of the SLA con- 
vention held in Atlantic City last June. 
She is also editor (since 1941) of the 
association’s official journal Special 
Libraries. She has written many articles 
on library technique and participated in 
the preparation of several library bro- 
chures, including “A Brief for a Cor- 
poration Library,” published by the as- 
sociation in 1949, 


THE next number of this magazine 
will be out September 28th. 
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Time-saving, 
money-saving 


idea for you 


OME folks laughed when a girl sat down 
at this typewriter “piano” and began to 
tickle the keys. 


But this 1871 Sholes typewriter—one of the 
first practical machines—started a revolution 
in the status of the fair sex, and in business 
as well. For the typewriter proved it could 
help get the work done neatly, and in a fraction 
of the time it formerly took. 


Ever since those early days, more and more 
specialized machines have been saving time 
and money. An unusual machine that should 
be of particular interest to you is the Bill 
Frequency Analyzer illustrated here. 












Courtesy Bettmann Archives 


It can help give you an accurate picture of 
your consumers’ usage situation within a short 
time. It analyzes as many as 200,000 bills in 
a day. It turns out work at only % the cost 
of having the analysis made in your offices. 


If you are not now using this remarkable 
service, we suggest you... 


Send for FREE booklet 


“The One-Step Method of Bill Analysis” will 
give you all further details. Write for it 
today. 


Recording and Statistical 
Corporation 


100 Sixth Avenue, New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 


Sic Gloria Transit Radio 


Another gay title for this article on transit radio by George W. Keith, 
Cincinnati professional writer, might be "The Music Goes Round and 
Round.” It is a down-to-earth description of the progress and pitfalls of a 
supplementary service on the nation's streetcar and bus lines which is gain- 
ing wider acceptance every day. 


* Pensions for Public Utility Employees 


The public utility industry has established a good record, as well as a valu- 
able background, for sound judgment in developing and improving pension 
plans. Present benefits for employees under most utility company plans 
compare most favorably with those now being negotiated in many indus- 
trial concerns. Roland S. Child, associate manager, employee relations, 
Central Hudson Gas & Electric Corporation, and member of the AGA 
Personnel Committee, has written an over-all review of public utility pen- 
sion plans and their future prospects. 


Transit Ills Need Drastic Pills 


Twenty years ago municipal ownership seemed to be the answer to prob- 
lems of moving the masses in our American cities, but more recent events 
have shown that the basic economic difficulties go much deeper. Herbert 
Bratter, business author, shows how the transit industry, whether publicly 
or privately operated, is faced with the need of changing well-established 
patterns of public thought and conduct. 


Business Is a Good Neighbor, Too 


From the standpoint of community life, a public utility organization is more 
than a mere purveyor of good service at reasonable rates. In most instances, 
it also makes a most important contribution to the life of the community 
by way of livelihood for numerous permanent citizens of the finest type and 
their Sonthen, It is an important builder and buyer of all sorts of supplies, 
equipment, and other services. Most important, it takes an active interest 
in the social needs and problems of the community. K. P. Wood, assistant 
vice president, American Telephone and Telegraph Company, gives us an 
account of this really “good neighbor" policy which is so otten taken for 
granted, if not overlooked. 


* 


A | SO... Special financial news, digests, and interpretations of court and 
commission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, Investors, and others. 
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Supporting 6530 Ibs. of piping 
through 7°” of vertical travel 


YEO 1590 ¢ 
emperature, 1050 F.: pressure, 1500 p.s 


Bored and turned chrome-molybdenum 
14” O.D. and 2 
_ 


Maximum travel: 75 


wall thickness 
vertically, 542” horizontally 


Maximum hanger load: 16,000 Ibs. (2 


alloy steel! pipe 





vertical travel 


ONLY a Grinnell Constant-Support Hanger 
solves this problem easily, practically 


Provides constant support to piping subject to ver- 
tical movement — in all hot and cold positions. 
Maintains full safety factor in supporting high 
temperature, high pressure piping. Non-resonant 
and energy absorbing. Mass-produced from stand- 
ard precision parts. Individually calibrated for 
each installation. Load-adjustment features incor- 
porated into design. Models to meet entire range 


* 


SQ 


of load-travel specifications. Minimum headroom 
required. 

Believing that a good piping job is too important 
to be jeopardized by improvised or inadequate pipe 
hangers, Grinnell has developed a complete line of 
stock hangers and supports for every piping need 
from a simple water pipe to a high pressure, high 
temperature steam line. Write for Catalog 10-D. 


GRINNELL 


weeweves PIPING 1s mvowveo 


Grinnell Company, Ine., Providence, R. 1. Branches: Atlanta * Billings * Buffalo * Charlotte * Chicago * Cleveland * Cranston * Fresno * Kansas City * Houston * Long Beach 
hos Angeles * Milwaukee * Minneapolis * New. York * Oakland * Philadelphia * Pocatello * Sacramento * St. Louis * St. Paul * Son Francisco * Seattle * Spokane 
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“There never was in the world two opinions alike.” 
—MONTAIGNE 





Rosert E. WILSon 
Chairman, Standard Oil Company 
(Indiana). 


DonaALp R. RICHBERG 
Washington attorney. 


Louis BROMFIELD 
Author. 


CuHaARLEs E, WILson 
President, General Electric 
Company. 


Grorce A, DonDERO 
U. S. Representative from 
Michigan. 


BERNARD BARUCH 
Financier. 


RAYMOND MOoLEey 
Columnist. 
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“Not only do heavy excess profits taxes destroy in- 
centives but they encourage waste and inefficiency.” 


* 


“It is no defense of national Socialism to assert that 
a complete socialization of our political economy might 
at least make it financially possible to maintain an orderly 
society under rigid control of a national police.” 


> 


“If any business, industry, or farm were run as our 
government is being run it would be bankrupt within six 
months. The only thing which saves our government is 
taxes, taxes, taxes, and now it is beginning again to ask 
for more.” 


¥ 


“American industrial society has achieved many note- 
worthy things, but there is one thing that it has not 
accomplished. It has never yet produced enough of its 
products for distribution at a fair price to the people 
who need them.” 


* 


“If the philosophy of public ownership, control, and 
distribution of electric power is sound then the philosophy 
on which this country grew great must be wrong. The 
government should sell the power at the bus bar and let 
private enterprise do the rest.” 


* 


“A man who is free can mold his life, just as a nation 
that is free can mold its life—even control, to an extent, 
the building forces of his body and brain just as we 
can today control great forces of nature in electronics, 
dynamics, and atomic energy.” 


> 


“A great deal might be conserved by suspending all 
public works projects such as dams, power developments, 
and irrigation except those that are so near completion 
as to have a bearing on defense activities. Many of these 
expensive projects would not in any event be completed 
for years. They require materials that are already in 
short supply. And, incidentally, they should not be fi- 
nanced out of current government income in any event, 
but out of bond issues.” 
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Atter 24 years’ service, another Exide, the new... 
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New installation of 60-cell 
DME-13—_ Exide- Manchex 


Battery which replaced 
os older Exide batteries, 
which served a substation 


In 1925, a utility in southeastern Wisconsin installed 
a 60-celi EMG-7 Exide Battery. Before being replaced 
in 1949 by the new Exide-Manchex, it had given 
nearly a quarter-century of continuous service. 


The new Exide-Manchex Battery operates a number 
of 34.5 KV oil circuit breakers and provides emer- 
gency lighting in the attended substation. Indicating 
lamps are on each circuit. 


For positive operation of switchgear, plus an adequate 
and uninterrupted supply of current for all your 
stationary battery requirements, use Exide-Manchex 
Batteries. They assure you dependable performance, 
long battery life and low-cost maintenance. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 


in southeastern Wisconsin 
for 24 years. 


You get all these in 
EXIDE-MANCHEX BATTERIES 


The exclusive, long-life 
manchester positive plate. 

Slotted plastic separators, 
impervious to chemical 
and electrical reaction. 

Plastic spacers for plate 
alignment. 

Latest development in molded 
glass jars. 

Heavy terminal posts with 
copper inserts for extra 
conductivity. 


“Exide” and “Manchex" 
Reg. Trade-marks U.S. Pat. Of. 


1888...DEPENDABLE BATTERIES FOR 62 YEARS...1950 
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Epitor1AL STATEMENT 
Chicago Journal of Commerce. 


Witrorp I. Kinc 
Chairman, Committee 
for Constitutional Government. 


AusTIN KIPLINGER 
Columnist. 


BENJAMIN F. FatIrR_Less 


President, U. S. Steel Corporation. 


Davin E. LItrenTHAL 
Former chairman, Atomic 
Energy Commission. 


Excerpt from statement by the 
Western Tax Council. 
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“In 1927 the cry was to ‘break up the New York 
Yankees.’ Today they want to break up A&P, AT&T, 
the Big Four Packers, Alcoa, General Motors, and 
DuPont.” 

» 


“Every member of Congress needs to be ever on guard 
against those sly, scheming collectivists who hope to use 
the war emergency as a cloak under which to fasten 
Socialism or Fascism on our nation.” 


a 
“Total taxes in this country now take approximately 
one-fourth of the national income. .. . such an expenditure 


is dangerous to the economy and to the personal interests 
of the American people. But when the nation undertakes 
to spend more, it must pay for what it spends. If we 
Americans are not willing to pay the taxes, perhaps we 
should not undertake to defend ourselves. Something for 
nothing is still a myth—in defense as it is in peace. If 
we want defense, we’ll have to pay for it.” 


* 


“What is wrong with a competitive system under which 
we in America have made more progress in fifty years 
than the rest of the world combined ? What—short of sheer 
economic insanity—would prompt us to trade our stream- 
lined, free-wheeling competitive system for some out- 
moded, old-world jalopy even if the idea comes from high 
places and is all dressed up in a new coat of paint? I 
know of no issue confront'ng the American people today 
which will affect their future welfare so vitally.” 


a 


“There exists in influential circles in this country a 
school of nonthought, which I would call the bomb-happy 
boys. . . . If we follow the bomb-happy boys, the dough- 
head defeatists, we will make a mountainous and almost 
a fatal error for our people. I am not trying to sugar-coat, 
soft-pedal, or spoon-feed the American people about the 
destructive side of atomic energy, but I would remind you 
of the passage in Deuteronomy that goes like this: ‘I 
set before thee this day, life and good and death and evil, 
therefore choose life.’ ” 


* 


“Too many of our current graduates are totally ignor- 
ant of the consequences of our present-day deficit financ- 
ing, the graduates do not realize that the growing Federal 
debt is an extra burden on every young man facing a 
career and a family. Nor do they realize that the current 
high Federal taxes resulting from irresponsible Federal 
spending cut into everybody’s take-home pay and reduce 
the general standard of living. It is a mistake to call a 
college graduate an educated man unless he understands 
the long-run significance of continued and persistent Fed- 
eral deficits.” 
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Little blocks, say 2’’ x 4” x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 
H. H. ROBERTSON CO., 
2424 Formers Bank Building cS gp ¥*) 


Pittsburgh 22, Pennsylvania 


what we really make 





Q-Panels are fabricated from Galbestos, alumi- 
num, stainless steel, galvanized and black steel 
in lengths up to 25'. 


Q-Panels, 3" in depth with 1%" of incombusti- 
ble insulation, have a thermal insulation value 
superior to that of a 12" dry masonry wall with 
firred plaster interior. A single Q-Panel with an 
area of 50 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre of wall 
in three days. 


Q-Panel construction is quick, dry, clean, and 
offers an interesting medium of architectura} 
expression. 


PITTSBURGH, PA. 


Offices in 50 Principal Cities 
World-Wide Building Service 
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MERAMEC 
STATION 


UNION ELECTRIC COMPANY OF MISSOURI 
















The C-E Unit illustrated here is now in process of fabrication for the 
Meramec Station of the Union Electric Company of Missouri at 
St. Louis. 


The Unit is designed to serve 125,000 kilowatts of electric gener- 
ating capacity at a throttle pressure of 1250 psi, with primary 
steam temperature at 950 F, reheated to 950 F. 


This steam generator is of the radiant type with a reheater section 
located between the primary and secondary superheater surface. A 
finned tube economizer section is located below the rear superheater 
section, and a tubular type air heater follows the economizer. 


The furnace is fully water cooled, using closely spaced plain tubes. 
It is of the basket-bottom type, discharging to a sluicing ash hopper. 


Pulverized coal firing is employed, using bowl mills and tilting 
tangential burners. Arrangements are made to burn natural gas 
when and as desired. B-428A 





COMBUSTION ENGINEERING— 
SUPERHEATER, INC. 


200 MADISON AVENUE * NEW YORK 16, N 





ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND 
STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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©... for low-cost transportation 





POWER: 8 great truck engines—each “Job- 
Rated” for ee power. 

ECONOMY: . . . priced with the lowest. 
Rated” for jaar and long life. 


BIGGER PAYLOADS: 
overloading axles or springs because of “Job- 
Rated” WEIGHT DISTRIBUTION. 


EASIER HANDLING: . . . sharper turning! Parks 
in tight places. “Job-Rated” maneuverability! 


COMFORT: . . . widest seats . . . windshield with 
best vision of any popular truck. Air-cush- 
ioned, adjustable “chair-height” seats. 


SAFETY: . . . finest truck brakes 
in the industry . . . hand brake 
operating independently on 
propeller shaft on all models 
—Y¥2-ton and up. 


“Job- 


ooo 
- 
pb taled: 


wiklticnata whe TAA} T) Fy E: 


. carry more without 


~~. - 
ite eel 


WHETHER YOU'RE putting up new power lines 
or making emergency repairs, there’s a 
Dodge ‘“‘Job-Rated’’ truck to save you 
money! 

Your Dodge truck will be “Job-Rated” 
from engine to rear axle to fit the load 
and road conditions of your particular 
job. It will have an engine that’s “‘Job- 
Rated” to give you plenty of power with 
top-notch economy. 

Small wonder, then, that you’ll save 
money on gas, oil, and upkeep! 

And remember, Dodge ‘‘Job-Rated” 
trucks are priced with the lowest in every 
weight class! See your Dodge dealer 
today .. . for a truck that’s ‘‘Job-Rated” 
to cut costs! 
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Can You Be Confident? 


F in conjunction with your next annual meeting— 








od” or at some contemplated special meeting—pro- 
- posals other than routine are to be voted upon—to raise 
~ : debt ceiling—authorize new securitiee—grant conversion 

privilege for convertible bonds, etc.—can you feel con- 
hl fident that your stockholders will support management's 
Ss | recommendations with adequate votes of approval—on 





time? 







Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 





proxy soliciting organization as a form of insurance that 






the meeting will be successfully held on scheduled date. 









Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 





information. 

















National or Sectional Coverage 








o 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS © PHILIP H. CARPENTER * WARREN W. AYRES 


« 









70 PINE STREET, NEW YORK 5, NEW YORK 
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here’s the answer 
fo your 
procurement 
problems 


Obtaining and getting 
delivery of materials 
or equipment to meet 
your requirements is 
essential to prevent 
costly delays in your 
business operations. 





That’s why many companies are your job moving on schedule 
turning their problems over to through the supplier’s plant... 
EBAsco procurement—experi- inspect and test materials, on 
enced purchasing, expediting, in- the spot . . . make sure they’re 
spection and traffic men who see ‘‘asspecified’’ before they leave. 


the through from start to 

anes 

Trafic men handle your ship 
ment via any type of carrier— 





Purchasing men make nation- rail, water, express, highway or 
wide or world-wide search for air . . . clear it all along the 
poomeste, machines, fabricating route .. . get it to where you 
acilities. They write the con- need it, when you need it. 


tract on the best terms for you, 


and see that these terms are For 
- - procurement control you can 
satisfactorily fulfilled. depend on, turn your problem 
over to Esasco. Our 40 years of 


sccomplihment, auton you of 
expert purchasing, expediting, 


Expediters and inspectors keep inspection and traffic services. 


EBASCO SERVI CES Two Rector Street, New York 6, N. Y. 


INCORPORATED 





$s COme, 
Appraisal - Budget - Business Studies - Consulting Engineeting ghasco Teamwork «\**. 7, 
cata eam, namibia gece tunes one? ADD, * 
Rates & Pricing - Research - Sales & Marketing 7 ¥™hEre *,. + 
Systems & Methods - Taxes - Traffic 2” the world. "tee conso™™ ( 
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o Meet Competition’s Challenge 




















= gloves are off in the competition for public preference. How 
are you meeting the challenge? 

The best answer to competition is a fully informed, confident per- 
sonnel—fully informed on the newest techniques and developments, 
methods and appliances, processes and equipment that make Gas 
the finest service money can buy. To be sure your personnel is 
fully informed 


__sendhem), A.G.A. Convention and G.A.M.A. Exposition 


— Attaitie Cit 


Oct. 2- 


THE GAS INDUSTRY'S MID-CENTURY PAGEANT OF PROGRESS 





Here they can participate in a timely and Here they can discuss their own problems 
constructive program that will discuss every with the keenest minds in the Industry. 
phase of the manufacture, distribution and Send your personnel to Atlantic City, Oct. 
sale of Gas. Here, under one roof, they can 2-6 and you'll be sure to meet competition’s 
see a complete exhibit of the most modern — to you with a fully informed, an 
home appliances, machinery and methods. inspired, a confident organization. 


Gas Appuance Manuracturers Association, INC. 
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THERES A BIG DIFFERENCE | 
IN TRUGKS 


a ~ AND HERE’ S THE PRO OF OMPARE the extra-value, r 


extra- service features | 
you get only in GMC trucks | 











TRUCK BUYER’S GUIDE and you'll understand why 1 
Ye TO 2 TONS they deliver more miles — | 
How leading makes of trucks compare in twelve major features that with lowest maintenance |. 
insure greater dependability, longer life and lower maintenance. and repair costs. They’re 
GMC | TRUCK | TRUCK) TRUCK | TRUCK real trucks — truck - built |_ 
FEATURES truck | “a | ge | ee | pe ‘ii 
———————— from bumper to taillight. See | 
VALVE-IN-HEAD ENGINE Yes | YES | NO | NO | YES for yourself—get the story 
LEADS IN NET HORSEPOWER yes | ves | no | wo | Yes from your GMC truck dealer. 





GMC TRUCK & COACH DIVISION 
General Motors, Pontiac, Michigan 
FULL- PRESSURE LUBRICATION 


| 

| 

LEADS IN SUSTAINED TORQUE YES NO NO NO NO 
of ii main bearings and pleton pins ves NO NO | NO | YES | 
































poy a ey allo ema YES | YES |,tcaets| YES | YES \ 
SALL-BSARING STEERING GEAR Yes | YES | NO | NO | NO | 
SOD GAUIADON fer ecenentecivepe | ves; #0] WO] 00 | WO 
pancen nh y ves | ves | ves| wo | ves | 
Sislt~-queseutpescions ton ves | wo} no] wo | no GASOLINE & DIESEL TRUCKS | 
y= = y nat ong nel YES | YES | stoaets| NO | NO | 





FROM ‘2 TO | 
yes; NO} WO} NO | NO 20 TONS 


J 


GENERAL 
MOTORS 


TOCCO-HARDENED CRANKSHAFT 
Dynamically balanced 




















MAIN AND ROD BEARINGS ves | WO | NO} NO | NO 

















YOUR KEY TO GREATER HAULING PROFITS 
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’re |14 T* | § Michigan Independent Telephone Associaticn begins convention, Lansing, Mich., 1950. 
| Midwest Gas Association begins gas school and conference, Ames, lowa, 1950. 


—« 





National Petroleum Association ends meeting, Atlantic City, N. J., 1950. 
Northwest Public Power Association ends convention, Portland, Ore., 1950. 
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er. | } } : ‘ . aS : F 
r | I | a { American Water Works Association, Ohio Section, will hold meeting, Columbus, Ohio, 
ON G | O | © Sept. 28, 29, 1950. 

n a 


17 S § American Bar Association begins annual convention, Washington, D. C., 1950. 
‘ Controllers Institute of America begins annual meeting, Chicago, Ill., 1950. 


| 








American Transit Asso. begins executive conference, Chicago, Ill., 1950. 3) 
National Butane-Propane Association begins meeting, Cleveland, Ohio, 1950. 





- 





American Society of Mechanical Engineers begins meeting, Worcester, Mass., 1950. 
Pennsylvania Electric Association begins meeting, Pittsburgh, Pa., 1950. 


= 

— 
— 

s 
= 
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American Gas Association ends accident prevention conference, Washington, D. C., 1950. 





T* 9 Rocky Mountain Telephone Association begins annual convention, Salt Lake City, 
21 Utah, 1950. 





F § Public Utilities Association of the Virginias begins meeting, White Sulphur Springs, 
22 W. Va., 1950. 











23 | S¢ § Maryland Utilities Association ends fall conference, Virgnia Beach, Va., 1950. 
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Institute of Traffic Engineers begins convention, New York, N. Y., 1950. 








Association of National Advertisers begins meeting, Chicago, Ill., 1950. ‘&) 
National Electronic Conference begins Chicago, Iil., 1950. 


‘a 
w 
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‘4 26 T q Pennsylvania Water Works Association begins meeting, Atlantic City, N. J., 1950. 





4 Canadian Electrical  coereaie Association begins annual meeting, Niagara Falls, 
27 | W Ontario, Canada, 19 
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Public 
Utilities 


FORTNIGHTLY 


Vor. XLVI, No. 6 


September 14, 1950 


Northeastern Area Power and 


The St. Lawrence 


For many years the reason assigned for Federal financing of 

the proposed St. Lawrence hydro power project was the in- 

ability of private industry to cope with a program of such 

magnitude. Here is an analysis of what private industry already 

has done and what it is prepared to do in the future in this 
area without cost to the taxpayer. 


By C. W. MAYOTT* 
ASSISTANT TO THE PRESIDENT, HARTFORD ELECTRIC 
LIGHT COMPANY 


of the proposed St. Lawrence 

development has been discussed 
with great vigor, much heat, and much 
of the time with a minimum of light. 
The project is purported to be a dual 
purpose hydro and navigation project. 
However, the relative importance of 
hydro was clearly shown when the 


| | \or thirty years or more, the value 


*For additional personal note, see “Pages 
with the Editors.” 
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suggestion was made a short time ago 
to construct the hydro project first. 
The navigation proponents quite 
frankly stated that if the hydro project 
was once completed, it would be al- 
most impossible to get the navigation 
project approved. Various conclusions 
can be drawn from this, but as it is not 
a part of the subject I am discussing, 
I shall follow it no further. 
I shall confine my comment entirely 
SEPT. 14, 1950 
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to the hydro phase of the discussion. 
Much of the discussion on this phase 
of the subject has shown a disregard 
or a misconception of its relative im- 
portance. Essentially, the proposed St. 
Lawrence hydro development is just 
another block of power capacity. It is 
true that it is the largest block of un- 
developed hydro in the Northeast, but 
there are four New York state steam 
plants which have a capacity close to, 
or greater than, the United States 
share of this Niagara power. 

The estimates of the firm power 
from the St. Lawrence have varied 
from 500,000 kilowatts to 700,000 
kilowatts. Table I (page 335) shows 
the variation from month to month 
and over the years. 


A™ output greater than its actual 
firm power or capability to carry 
the system’s load without steam re- 
serves would be of a temporary nature 
and must have steam plants standing 
by to pick up the load when sufficient 
water is not available. Five hundred 
and seventy thousand kilowatts has 
been the firm capability used by a num- 
ber of experienced persons. When all 
factors are given due consideration in- 
cluding Table I and the navigation re- 
quirements, the figure 570,000 kilo- 
watts is probably very realistic. I shall, 
therefore, use it for this discussion. 

Claims have been made that this 
power would help carry the load of 
Chicago, Pittsburgh, New York, and 
Boston. However, it takes little study 
of the facts to show how fallacious 
such claims are. 

First let us see how the power com- 
panies are integrated. The intercon- 
nected transmission lines in New York 
state have been quite adequate to han- 


SEPT. 14, 1950 


dle the large loads in that state and 
also to make maximum economies jn 
construction and operation. The high 
tension transmission network is con. 
nected to the Ontario Hydro-Electric 
systems at Niagara Falls and crosses 
the length of New York state with tap 
lines up to the Niagara river. From 
Albany, lines of really high capacity 
run east into New England and south 
into New York city, with a minor tap 
into Connecticut from near Pough- 
keepsie. New England is well inter- 
connected with a high tension trans- 
mission grid tying all of the principal 
power plants and cities into one net- 
work. To the south, New York is con- 
nected with the large interconnected 
systems of eastern Pennsylvania, New 
Jersey, Delaware, Maryland, and the 
District of Columbia. The operation 
of the systems in New York state is 
quite effectively coordinated, as it is 
with the New England systems which 
within themselves are probably as well 
coordinated as any area in the world. 


— let us see how this project fits 
into the New York state picture. 
For this purpose I am showing Table 
II (page 336) which is the summation 
of reports of all the power companies 
of New York state as presented to the 
power survey committee of the Edi- 
son Electric Institute for their last 
semiannual report of April, 1950. 

Inasmuch as New York state has 
approximately 1,200,000 kilowatts of 
hydro capacity (it is the sixth state in 
the order of hydro development per 
square mile), we show both the median 
hydro conditions and adverse hydro 
conditions. 

This table shows the fallacy of 
considering any of this power as be- 
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NORTHEASTERN AREA POWER AND THE ST. LAWRENCE 


ing available to any but the adjacent 
New York area. As shown in the table, 
the proposed St. Lawrence hydro 
would take care of approximately 
three years’ growth of New York 
state. If combined with New England, 
it would take care of about two years’ 
growth. Inasmuch as New England 
has been claimed to need this power 
and to be within the area of its pur- 
ported benefits, I will give Table III 
(page 337) to show the New England 
situation. This is the report of the 
Electric Coérdinating Council of New 
England as presented to the power 
survey committee of the Edison Elec- 
tric Institute for its latest (seventh) 
semiannual report of April, 1950. 
This table shows how well New 
England is prepared to carry its load 
both now and in the future. It is not 
dependent upon St. Lawrence. As a 
matter of fact, there is little logical 
justification for any appreciable 
amount of this power getting into New 
England. The Federal Power Com- 
mission recognizes this fact, as is 
shown in its Release No. 4332 dated 


July 11, 1949, where the Federal 
Power Commission staff is quoted as 
follows : 


Considering the possibility of New 
England states receiving power from 
the St. Lawrence project, the FPC 
staff said that the amount of power 
that might be available to New Eng- 
land would be relatively small when 
compared with the region’s total power 
requirements. .. . 

With respect to the cost of St. 
Lawrence power, the staff said that 
. .. the effect on the region’s over-all 
power costs would be negligible be- 
cause of the low ratio of St. Lawrence 
power that would be available. 


Physical delivery of power from the 
St. Lawrence into New England would 
require duplicate equipment and un- 
economical operation. 


ig may be of interest to give a very 
rough estimate of the possible ef- 
fects of this project on power costs. 
Of course, there is the possibility of 
the output of this project costing more 
than it would from steam. Let’s assume 
that the power cost nothing. Over half 


e 


TABLE I 


THE ST. LAWRENCE SEAWAY AND POWER PROJECT 


From reports prepared by government agencics for a subcommittee of the Senate Foreign 
Relations Committee on questions raised during the debate on SJRes 111 
(80th Congress, 2nd Session) 


Minimum Water 
Supply Year, 1934 
Average Output 


Month 
509,000 


Maximum Water 
Supply Year, 1861 
Average Output 


Average Water 
Supply Year, 1893 
Average Output 
553,000 
556,000 
597,000 
715,000 
797,000 
872,000 
842,000 
786,000 
774,000 
749,000 
717,000 
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the cost of power to a customer is in 
taking the power from the powerhouse 
to his service. By the time the St. Law- 
rence project could be built, the power 
capability for New York state would 
be about 9,000,000 kilowatts. The firm 
capacity of St. Lawrence would, there- 
fore, be about 7 per cent of the capa- 
bility or less than 34 per cent of the 
cost factor to the customer, if the gov- 
ernment paid all the costs out of taxes. 

Let us see what the general situation 
has been. Previous to World War II, 
this whole northeast area, as well as 
most areas of the United States, was 
well able to take care of its obligations 
to the public and carry the whole load 
of the area with a high standard of 
service. J. A. Krug, who was princi- 
pally responsible for power during the 
war, stated that ‘‘Power was never too 
little or too late during the war.” Fol- 


lowing the war, the unprecedented in- 
crease in load materially reduced the 
reserve margin before equipment could 
be obtained and new stations built to 
catch up with the demand. For quite 
a period after the war, the electric 
equipment manufacturers were so 


loaded with orders that deliveries of 
boilers, turbines, and most other equip- 
ment took three years or more. This 
backlog of orders, as is shown in the 
seventh semiannual report of the Edi- 
son Electric Institute, has now been 
reduced to two years or less. By this 
great effort on the part of the power 
companies, the manufacturers, and the 
construction companies, the installa- 
tion of new equipment has been at a 
materially- greater rate than the load 
growth. 


A shown in Tables II and III, this 
is equally true for New York 
state and New England. In both these 
areas, the narrow reserve margins of 
1947 and 1948 have been increased 
until this year the whole area is in very 
good condition. The margin of re- 
serves for New York state, which this 
year equals the firm capacity of the 
proposed St. Lawrence, will increase 
to about 1,000,000 kilowatts by 1953. 
For New England, the situation is even 
better. This year the New England re- 
serves will amount to over 23 per cent 
and will be even greater in 1953. (In 


= 


TABLE II 


POWER SUPPLY, PEAK LOAD, AND MARGINS FOR RESERVES 
NEW YORK STATE 


In Kilowatts 


1948 
Actual 


If Median Hydro Conditions Prevail 

Capability of Generating 
Equipment 

Yearly Peak Load 

Margin of Reserves 

Per Cent Margin 


If Adverse Hydro Conditions Prevail 
apability of Generating 
quipment 
Yearly Peak Load 
Margin of Reserves 
Per Cent Margin 
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1949 


1950 1951 1952 1953 


Expected and Planned for 
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ies of 
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been 
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OWwer 
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talla- 
at a TABLE III 
load INTERCONNECTED NEW ENGLAND (EXCLUDING MAINE) CAPABILITY, 
PEAK LOAD, AND ENERGY DATA 
In Kilowatts 
1948 1949 1950 1951 1952 1953 
this Actual Expected and Planned for——— 
York @ Jf Median Hydro Conditions Prevail 
Capability of Generating 
hese Equipment 2,885,000 3,258,000 3,733,000 3,843,000 
s of Yearly Peak Load 589. 2,684,000 2,929,000 3,045,000 
Margin of Reserves 000 574,000 804,000 798,000 
ased Per Cent Margin 1.4 i 27.4 26.2 
very If Adverse Hydro Conditions Prevail 
re- Capability of Generating 
: Equipment 3,695,000 3,805,000 
this Yearly Peak Load 2,929,000 3,045,000 
the Margin of Reserves 766,000 760,000 
Per Cent Margin 26.2 25.0 
pase 
53. 


ven 


1. Capabilities are without deductions for reserves or outages. 
2. Capabilities and peaks are for December of each year when the annual peak is expected 


to occur. 
re- 3. As Maine is not operated as part of the large interconnection of New England, it is 
‘ent not included in this report. 
(In 





the Northwest, where the government 
has gone in for public power produc- 
tion in a really big way, as the Presi- 
dent wants New England to do, the 
National Security Resources Board 
report shows a margin for 1950 of .1 
per cent of 1 per cent on an average 
hydro basis.) The reserves in New 
England are now above the firm ca- 
pability of the proposed St. Lawrence 
development. 

Many of the national statistics are 
on the basis of the northeast region. 
This takes in not only New England 
and New York but also eastern Penn- 
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sylvania, New Jersey, Delaware, 
Maryland, and the District of Colum- 
bia. This whole area has at times been 
classified as needing St. Lawrence. A 
brief tabulation on a median hydro 
basis for this area is shown, Table IV. 

This shows how excellent the power 
situation is for this whole area. The 
previous tables combined with this one 
show how well each section is pre- 
pared to meet its obligations. It is quite 
clear from Table IV (page 338) that 
the St. Lawrence project would not 
take care of one year’s growth of the 
region. Its claimed capability is less 
SEPT. 14, 1950 
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than one-quarter of the present mar- 
gin of reserves. If normal development 
is not interfered with, it will be less 
than one-fifth of the reserves at the 
time it could come into operation. 


i is estimated that it will take from 
seven to ten years to build the St. 
Lawrence project. In the interim, the 
equivalent to eight other plants the 
size of St. Lawrence must be built to 
take care of the load growth in the 
Northeast. So basically St. Lawrence 
is just another powerhouse and should 
be considered on that basis. There is 
no doubt that these other powerhouses 
or their equivalent will be built and 
the margin of reserves maintained if 
there is no threat of governmental 
persecution through government sub- 
sidies to preference customers, with 
duplication of lines, etc. We have but 
to look at the Pacific Northwest to see 
how government persecution has re- 
tarded development. Such a threat in 
the Northeast can prevent the power 
companies from installing the new ca- 
pacity they would like to install and 
would probably reduce the desirable 
margin of reserves by much more than 
the total firm capability of the proposed 
St. Lawrence development. 

So far I have shown how well the 
power companies in the area have ful- 
filled their obligation and the relative 
importance of the St. Lawrence de- 
velopment to the power supply. If 


7 


competitive with fuel-burning plants, 
there are other factors to consider, 

According to the congressional re. 
port, the “St. Lawrence Seaway and 
Power Project,” dated March 2, 1949, 
the estimate of cost for separate power 
projects, International Rapids section 
of the St. Lawrence river, would be 
$451,000,000 — one-half of which 
would be chargeable to the United 
States. This item does not include in- 
terest during construction and various 
other items which would bring the 
total cost much above the estimate. 
However, even that amount is almost 
three times the cost of constructing 
equivalent steam capacity. The project 
would therefore require approximate- 
ly three times the man power and ma- 
terials needed by alternate fuel-burn- 
ing equipment. 


HE claimed justification for the 

St. Lawrence project is the pur- 
ported saving. In estimating the sav- 
ings to be made by the project, it is as- 
sumed to be tax free. A nominal in- 
terest rate is charged. Interest during 
construction is not included and many 
other items are disregarded. On the 
other hand, the cost of this project is 
compared with steam plants with all 
legitimate charges included. The fol- 
lowing statement was made by Wil- 
liam F. Uhl in Electrical World, June 
30, 1949: “If, as experience indicates, 
projects built by the government cost 


TABLE IV 


NORTHEAST REGION 
In Kilowatts 


Capability of Generating Equipment 
Yearly Peak Load 

Margin of Reserves 

Per Cent Margin 
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plants, more than those privately built, the 
der. [Bfnances must have a greater capital 
nal re. M expenditure and the difference in an- 
ty andi qual cost for the government and pri- 







, 1949 Mvate financing can easily be lost.” 
power # These probabilities are not included in 
ection MM the estimates. 







tld be = In making the comparison between 
which # the Federal hydroelectric proposals 
Jnited # and private steam installations, taxes 





are blandly swept aside for the Fed- 
eral projects as if a magic wand elimi- 
nated these taxes. They are not elimi- 
nated but are just transferred to other 
taxpayers. The purported saving is 
therefore entirely fictitious and deceiv- 
ing. As an indication of what this tax 
responsibility is, we will first take the 
Hartford Electric Light Company, 
which with a utility plant investment 
of just over $50,000,000 made a tax 
payment of over $2,500,000 in 1949. 
Putting it in another way, from Edi- 
son Electric Institute statistics of 
April 10, 1950, the total tax percentage 
of the operating revenue for 1949 
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in- § amounted to 19 per cent. For the state 
‘ing § of Connecticut, the total taxes 
any amounted to 3.27 mills per kilowatt 
the hour. These three approaches give a 
tis rather close approximation of equiva- 
all lent taxes whether kilowatt hour, reve- 
‘ol- nue, or investment is used. They add 
il- § up to a total of approximately $10,- 
ine 000,000 tax transfer from the pro- 





posed St. Lawrence investment to 
other taxpayers. This $10,000,000 is 
part of the claimed savings by socializ- 
ing the project. 







J, eer large subsidized item is 
that of bond cost. The estimate 
used for Federal financing is 24 per 
cent. The so-called Federal savings 
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NORTHEASTERN AREA POWER AND THE ST. LAWRENCE 





bonds have a compound interest of 23 
per cent. A check on the handling 
charges of these bonds gives estimates 
as high as one per cent. Three-quarters 
of one per cent was given me by an ex- 
pert as a reasonable amount. This gives 
a cost to the taxpayers of 34 per cent or 
approximately $2,000,000 per year on 
the costs of the proposed St. Lawrence 
hydro. This would be one of the hid- 
den subsidies not concealable under 
revenue bond financing. It is interest- 
ing to note that John A. Fisher, presi- 
dent of the CIO Utility Workers at 
the Springfield, Massachusetts, hear- 
ing before the President’s commission 
July 25th on a national water policy 
recommended revenue bond financing 
for Federal projects. The recent En- 
gineers Joint Council report on a na- 
tional water policy gives very impor- 
tant recommendations relative to reve- 
nue bonds, taxes, subsidies, etc. 

For a number of years the purported 
reason for the Federal government 
financing these various projects was 
the claimed inability to have them fi- 
nanced by private means. This cannot 
be justly claimed for the St. Lawrence, 
as some thirty years ago a private com- 
pany was formed to develop this proj- 
ect. That was at a time when the rela- 
tive size of St. Lawrence was great 
compared with the other capacity in 
the region and financing would have 
been more difficult than it is today. At 
the present time the investment in the 
United States’ half would not be rela- 
tively large as compared with the sys- 
tems in the state. 

From the foregoing, it is easy to 
see that there is no real justification 
for Federal financing of this project at 
the taxpayers’ expense. 
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New Light on “Interest during 
Construction” 


The recent rapid expansion of various public utility companies 

has resulted in wide variations in capitalization practices. The 

question of continuing credits for “interest during construc- 

tion” is an important one, as long as the present rapid volume 
of construction continues. 


By W. F. STANLEY* 
VICE PRESIDENT, SOUTHWESTERN PUBLIC 
SERVICE COMPANY 


recognized that if anyone erected 

a building for business uses, the 
cost of the building included the taxes 
and interest they had to pay while the 
building was being constructed. This 
economic concept and the resulting 
treatment on the accounts were a rec- 
ognition that all persons erecting busi- 
ness facilities would have to undergo 
these expenses and that, accordingly, 
it was fitting and proper that such ex- 
penses be included in the cost of con- 
struction; otherwise, the enterprise 
would show an operating loss before 
it was actually in operation, and on 
the other hand the facilities con- 
structed would be carried at less than 
their true cost. The rate of taxes and 


| | \roM time immemorial it has been 


*For additional personal note, see “Pages 
with the Editors.” 
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the cost of the funds invested in con- 
struction varied, but this did not af- 
fect the fundamental principle. 

In the case of utilities this treatment 
is necessary not only to reflect the ac- 
counts properly but also because these 
costs must be added to the rate base 
in order to enable the utility to receive 
a return on the total amount invested 
in plant and property. The Uniform 
System of Accounts of the Federal 
Power Commission (which with the 
substantially similar system of the Na- 
tional Association of Railroad and 
Utilities Commissioners constitutes the 
accounting bible of practically all of 
the electric utility industry) provides 
for capitalization of interest and taxes 
during construction, and, recognizing 
that whether or not the funds used in 
construction are borrowed, they are 
still immobilized without a return un- 
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til the project is in operation, it defines 
the item of interest during construc- 
tion to include a reasonable return 
upon the company’s own funds during 
the process of construction; that is to 
say, on its retained earnings or new 
equity capital applied to that purpose. 
ik Bw importance of the rate base 
has made the item of interest dur- 
ing construction of greater significance 
to utilities than to industry in general. 
It is particularly important to those 
utilities which are expanding rapidly, 
for then this item becomes significant 
as a practical matter because the 
amount involved is material, both in 
terms of percentage of total plant as 
to the rate base and in terms of per- 
centage of net income as to the amount 
credited to the income account to off- 
set the sum capitalized. 
The rapidly expanding electric util- 
























m- § ity must raise substantial amounts by 
af- # new financing, including a consider- 
able degree of common stock financ- 
nt § ing, and per share earnings on the total 
c- § outstanding shares cannot be main- 
se tained at levels sufficient to attract the 
sé. § new equity capital at reasonable cost, 
e unless the cost of the funds used in 
d the construction program is capitalized 
n and income credited accordingly. 
Y During World War II, and in most 
e cases back to 1930, expansion of plant 





of the electric utility companies was 
on a relatively low level in terms of 
percentage increase in plant account. 
Under these circumstances, many com- 
panies preferred to forego the right 
to capitalize the cost of money used 
in construction because the amounts 
involved did not justify the additional 
work and consequent expense which 
such treatment would entail. 
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NEW LIGHT ON “INTEREST DURING CONSTRUCTION” 


Under the Uniform System of Ac- 
counts of the Federal Power Commis- 
sion the item must be computed sepa- 
rately as to each construction work 
order and included in the cost of the 
project covered by the particular work 
order. While recognized accounting 
theory was thus made secondary to 
economy, it is difficult to criticize this 
policy from a practical operating 
standpoint. However, with the end of 
the war, the electric industry embarked 
upon an expansion program of un- 
precedented size and scope and within 
the past four years capitalization of 
the cost of the construction funds un- 
til the facilities are completed has be- 
come prevalent, if not universal, 
among electric utility companies. 
B™: naturally, the variations in the 

degree of expansion of the differ- 
ent electric utility companies have re- 
sulted in a wide variation in the 
amounts so capitalized and credited to 
income. With the amounts of the 
credits to income increasing annually 
as construction expenditures increased, 
it is understandable that doubts may 
arise within the financial fraternity as 
to the conservatism of the accounting 
policies of those companies where the 
amounts of these income credits are 
substantial in relation to net income, 
and are increasing. It seems to the 
writer, however, that any such doubt 
is based on the fallacious premise that 
the mere amount so credited to income 
is a criterion of the conservatism or 
propriety of the accounting policy. 
The accounting principle is fundamen- 
tally the same whether the amount of 
the credit be large or small and whether 
it be a relatively high or relatively low 
proportion of the company’s net in- 
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come. Difference in the percentage of 
the credit to net income is not usually 
the result of a difference in accounting 
policy but of a difference in the pro- 
portion of new construction to total 
plant; that is, difference in degree of 
expansion. For example, let us take 
two companies each with gross plant 
of $200,000,000, and each with a bal- 
ance to common stock of about $6,- 
400,000, after including the credit for 
interest during construction. Let us 
assume one company is expanding at 
the rate of 20 per cent per annum 
(about twice the average for the in- 
dustry), or $40,000,000, and that ac- 
cordingly the average amount of con- 
struction work in progress during the 
year in question was $20,000,000. This 
is based on the assumption that about 
45 per cent of construction will con- 
sist of generating units taking an aver- 
age of twenty months for completion, 
15 per cent of transmission lines tak- 
ing an average of eight months, and 
the balance distribution extensions on 
most of which interest during con- 
struction is usually not computed. 


yt the construction funds are 
invested on an average basis of 
one-half the duration of the project, 
this would indicate average work in 


progress of something less than one. 
half construction expenditures, For 
purpose of the example, one-half of 
construction expenditures has been 
used as a rough estimate. Applying an 
over-all rate of say 6 per cent, this 
would make the amount capitalized 
and credited to income $1,200,000. So 
in this case about 20 per cent of the 
balance for common would be repre- j 
sented by the construction credit. The 
other company’s expansion is com- 
paratively limited, being only a 5 per 
cent increase in plant account, or about 
one-half the industry average. On the 
same basis average work in progress 
would be $5,000,000, and at the same 
rate of 6 per cent the credit would be 
only $300,000, or less than 5 per cent 
of the balance for common. 

But should we say the accounting 
policy of the latter company is more 
conservative or proper than that of the 
first, simply because the construction 
cost credit is about 5 percent of thecom- 
mon stock earnings instead of 20 per 
cent in the case of the other company? 
Obviously, this is not the case. Both 
companies follow the same accounting 
policy as to both principle and rate. 
The discrepancy between the two fig- 
ures is entirely due to the difference 
in rate of expansion—20 per cent in 


e 


Commission .. . provides for capitalization of interest and 


q “THE Uniform System of Accounts of the Federal Power 


taxes during construction, and, recognizing that whether 
or not the funds used in construction are borrowed, they 
are still immobilized without a return until the project ts 
in operation, it defines the item of interest during con- 
struction to include a reasonable return upon the company’s 
own funds during the process of construction; that is to say, 
on its retained earnings or new equity capital applied to that 


purpose.” 
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one case, as against only 5 per cent in 
the other, and this 4-to-1 ratio is nat- 
urally carried through both in the 
amount of the credit and in its per- 
centage to the common stock earnings. 


| pe foregoing exampleassumes the 
same proportion of work in prog- 
ress to construction expenditures in 
the case of both companies. Of course, 
the type of construction is also a fac- 
tor in the average amount of work in 
progress and so affects the proportion 
of net income represented by the in- 
terest during construction credit. 
Where the construction consists to a 
larger extent of new generating plants 
or units whose installation requires a 
long period, the average amounts of 
work in progress and the interest item 
computed thereon are both increased. 
However, the construction programs 
of most electric utilities include new 
generating equipment, so this factor is 
probably not of great significance. 
With increasing total expenditure the 
proportionate cost of generating 
equipment has tended to increase in 
the last few years. 

In the above example, the propor- 
tion of gross revenue dollars carried 
down to common stock earnings was 
assumed to be the same in the case of 
both companies, the figure used ap- 
proximating the industry average— 
about 16 per cent for 1949. Thus, the 
$200,000,000 of gross plant was as- 
sumed to produce about $40,000,000 
of gross revenues, of which it was 
further assumed about $6,400,000, or 
16 per cent, would be carried down to 
common stock earnings. However, the 
proportion of gross revenues carried 
to common stock earnings varies sub- 
stantially from this average in the 


case of many companies, and this 
variation has a bearing on the impact 
on these earnings of the net revenue 
received from operation of the new 
equipment in lieu of the interest dur- 
ing construction credit. 


— adverse effect upon earnings if 
anticipated loads failed to mate- 
rialize would be minimized in the case 
of companies having a high propor- 
tion of common stock earnings to 
gross revenues and, conversely, this 
effect would be intensified in the case 
of those companies where the con- 
trary was true. For example, if 20 per 
cent of gross revenues were carried 
to common stock earnings, the rela- 
tion of the interest during construc- 
tion credit to this balance in the case 
of the rapidly expanding company 
used in the above example, would be 
only 15 per cent instead of 20 per cent, 
and, in the same case, if only 12 per 
cent of the gross dollar were applica- 
ble to common stock, the proportion 
of the credit would be increased to 25 
per cent—an unusually high percent- 
age. In the latter circumstances, the 
analyst and investor must necessarily 
lean more heavily on confidence in the 
management, since failure to receive 
an adequate return on the new invest- 
ment could result in a substantial per- 
centage dilution in per share earnings. 

In an article entitled “The New 
Look in Utility Depreciation”? the 
writer called attention to a somewhat 
analogous situation relating to that 
subject; namely, that the application 
of “rule-of-thumb” methods to the 
percentage to gross plant and property 


1 Analysts Journal—third quarterly issue of 
1949; another article on this subject by this 
writer was published in The Journal of Ac- 
countancy, June, 1949, issue. 
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T i 
Anticipating Growth of Demand ' ds 
a is quite generally recognized that a high degree of growth, in pets 
an electric utility, 1s a desirable factor from the standpoint of cos | 
increased income and market appreciation. But if there is to be (or to all r: 
continue) a high degree of growth in the territory served, with all its polic 
compensations, the utility must be ready for it. It must anticipate the wor! 
growth and the increased demands accompanying it or it will not be ina strun 
position to render satisfactory service as the additional demands for adm 
power are made.” prof 
volv 
pute 
of the accumulated reserve on the bal- sidered individually in each case, and § PT°: 
ance sheet of an electric utility com- not by applying any “rule-of-thumb” § te": 
pany would no longer accurately re- method or by attempting to compare, § ‘'* 
flect the adequacy of the reserve, be- without analysis of the difference in § Sh 
cause of the wide difference among degree of expansion, the proportion the 
the various companies in the propor- of the income credit for interest dur- § 'te" 
tion of recently constructed facilities. ing construction to the amount ap- The 
Here again, the degree of expansion plicable to common stock as between re 
was the controlling factor rather than various companies where the growth vid 
the percentage itself, and here again, factor may vary substantially. wo! 
the conservatism of the policy had to In an interesting memorandum on wo 
be considered not in the light of the the subject of this article, Arthur W. tha 
amount or percentage of the reserve, Hatch of Ebasco Services concludes wh 
but by properly relating these items to that the amount to be capitalized for Is 
the proportion of newly constructed interest during construction should be pre 
property for which only a relatively a fair return on (and not specifically ter 
small reserve would be necessary. the cost of) the money used in con- ="3 
struction. With this broad concept the 4.6 
rr is believed this approach has been writer is substantially in agreement. fle 
increasingly recognized in evalu- Such fair return can be considered as am 
ating the adequacy of the depreciation the average return necessary to attract rai 
reserve and it is submitted that the the investment funds, weighted as be- of 
cost of money during the period of tween borrowed and equity money in th 
construction should likewise be con- the proportion in which the funds are to 
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customarily raised, in accordance with 
each company’s basic capital structure 
and financial plans. Another approach 
would be that a fair return repre- 
sented the permitted return which the 
company might expect to receive 
when the facilities were completed. 






[' is not the purpose of the writer to 
deal with the proper rate at which 
the construction in progress should be 
capitalized. The rate necessarily var- 
ies between companies and the over- 
all rate is also affected by variation in 
policy as to the type of construction 
work to which interest during con- 
struction will be applied. Because of 
administrative difficulties and the dis- 
proportionately heavy expense in- 
volved, most companies do not com- 
pute interest during construction on 
projects (principally distribution ex- 
tensions) involving small expendi- 
tures or which will be completed in a 
short period, although theoretically 
the cost of funds involved in these 
items could properly be capitalized. 
Therefore, almost universally the 
credit to income for any period, if di- 
vided by the average amount of all 
work in progress for such period, 
would produce a lower percentage 
than that represented by the rate 
which the company is applying. This 
is because a large number of small 
projects are, in effect, carrying no in- 
terest during construction. 

From an accounting standpoint— 
i.e., to determine the amounts to be re- 
flected on the books—it appears the 
amount to be capitalized should be a 
rate approximating the over-all cost 
of the money involved. Accordingly, 
the amount so capitalized and credited 
to income will reflect, not the antici- 


















NEW LIGHT ON “INTEREST DURING CONSTRUCTION” 





345 


pated rate of earnings on the com- 
pleted facilities, but the rate necessary 
to attract the investment funds to 
make the additions. But from the 
standpoint of the financial analyst and 
the investor a broader economic con- 
cept seems desirable. 


8 oe the above example of a 
rapidly expanding company we 
find that 20 per cent of the common 
stock earnings represents credit for 
the cost of money used in construc- 
tion. As indicated above, this rela- 
tively high percentage does not reflect 
on the propriety or conservatism of 
accounting policy. It is simply the re- 
sult of a high degree of expansion and 
growth. Such a credit to income is not 
only proper from an accounting 
standpoint, but is essential if the earn- 
ings are to be maintained at levels suf- 
ficient to attract equity capital at a 
cost to the company sufficient to jus- 
tify the expansion. It is imperative 
that the increased demands for elec- 
tricity be met and that reliable and 
efficient service be maintained, and 
this is impossible unless equity funds 
can be attracted without excessive di- 
lution. 

From the economic viewpoint, that 
of the present or prospective investor, 
what will happen to the earnings of 
our expanding company when the ex- 
pansion is completed and the credit to 
income for the cost of the funds for 
construction is no longer available? 
So long as the rapid volume of con- 
struction continues, one item under 
construction will succeed another and 
the credit will be substantially main- 
tained. But if construction ceased, the 
credit would disappear. True, utility 
expansion does not cease overnight. 
SEPT. :14,. 1950. 
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But a sharp and continued decrease in 
construction might substantially re- 
duce the credit and thus decrease the 
balance of earnings for common un- 
less offset by a comparable or greater 
amount of earnings to be derived 
from the operation of the completed 
facilities. 
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large generating units still require a 
long period for building and installa- 
tion. So the electric utility must pro- 
vide the facilities before the increased 
demands materialize. By the same 
token, it must also finance this con- 
struction in advance and incur the cost 
of this financing. So if we are to have 
growth, we must also have advance 
planning and expenditure, and the in- 


S the investor must consider the 
curring of the cost of the new money. 


question: “Will these additional 
operating earnings be sufficient to off- 
set the loss of the credit when it oc- . is true, of course, that the cost of 
curs?” The cost of money for the con- the new facilities, including the 


struction has been incurred. It is in 
the nature of a fixed charge, either in 
additional interest or preferred divi- 







component of capitalized interest dur- 
ing construction, will go into the rate 
base, but this in itself is no assurance 


yanc' 
the e 


dends, or in the form of additional that additional net operating income B 
shares of common stock, holders of sufficient to support the additional 
which will now share in the company’s fixed charges will be promptly forth- § Mat 
income. coming. While eventually any dis- utili 
It is quite generally recognized that crepancy in the return on the new fa- anal 
a high degree of growth, inanelectric cilities might be adjusted by rate Als 
utility, is a desirable factor from the increases, this is a doubtful solution indi 
standpoint of increased income and and one which will ordinarily be con- diss 
market appreciation. But if there is to siderably delayed. not 
be (or to continue) a high degree of So the investor must have reason- flec 
growth in the territory served, with able confidence that the additional de- pol 
all its compensations, the utility must mands (for which the new facilities the 
be ready for it. It must anticipate the have been constructed) will shortly ané 
growth and the increased demands ac- develop in a degree sufficient to pro- gel 
companying it or it will not be ina po- vide enough additional net operating pa. 
sition to render satisfactory service as income to at least support fixed ele 
the additional demands for power are_ charges on the funds used to build the raj 
made. This means it must lay out its facilities. ect 
construction plans well in advance, for In some cases the financial analyst, fr 
as 
e m 
“IF the record shows that the management has been reason- er 
q ably correct as to the growth in its territory in planning 01 
expansion in the past, if adequate increases in revenues and be 
net operating income have followed recent expansion, then g 
the investor and the analyst may have greater confidence Pp 
that current expansion will likewise earn a satisfactory c 


return when the new facilities are in operation.” 
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from knowledge of the territory 
srved and other pertinent available 
information, may be able to reach his 
own conclusion as to the outcome. 
But, generally, it would seem that 
both the analyst and the investor must 
lean heavily on the judgment of the 
company’s management. The manage- 
ment is most intimately acquainted 
with the territory, its prospects, and 
the day-to-day developments which 
indicate the degree and timing of the 
future demands. They have neces- 
sarily made studies and surveys in ad- 
vance of committing the company to 
the expansion expenditures. 























nce 

me B’ what standards then should this 
nal confidence be given or withheld? 
th- # Many managements in the electric 
is- utility industry are known to security 
fa- §} analysts, often by personal contact. 
ite Also, the growing trend in the electric 
on industry towards the more frequent 
n- dissemination of fuller information, 





not only as to figures and statistics re- 
flecting past operations, but also as to 
policies and developments affecting 
the future, should enable security 
analysts and investors more intelli- 
gently to evaluate the prospects of the 
particular company. Then, too, many 
electric utilities have been expanding 
rapidly for several years, and here the 
economic benefits already derived 
from the past expansion may be used 
as a guidepost in appraising the judg- 
ment of the management as to pres- 
ent and future expansion. If the rec- 
ord shows that the management has 
been reasonably correct as to the 
growth in its territory in planning ex- 
pansion in the past, if adequate in- 
creases in revenues and net operating 
income have followed recent expan- 
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sion, then the investor and the analyst 
may have greater confidence that cur- 
rent expansion will likewise earn a 
satisfactory return when the new fa- 
cilities are in operation. 

But there is another fundamental 
factor of safety which would seem to 
indicate that even if the manage- 
ment’s expectations were not fully re- 
alized, earnings from the new facilities 
should still be sufficient to offset the 
loss in income from cessation of the 
interest during construction credit. 
This is the fact that it appears that the 
annual amount of this credit included 
in the income account should, gen- 
erally speaking, be far less than a re- 
turn of 6 per cent upon the new prop- 
erty. Obviously, a return is to be ex- 
pected upon the full amount expended 
in construction, whereas the amount 
of the credit for interest during con- 
struction included in the income ac- 
count in any year should be substan- 
tially less than a 6 per cent rate on 
total construction expenditures for 
that period. 


HIs is so for two reasons—first, 

because distribution extensions, 
such as normal connections with new 
customers, as well as many other items 
involving either small expenditures or 
short periods for installation, do not 
customarily carry interest during con- 
struction and these items should ag- 
gregate a substantial portion of con- 
struction expenditures; second, as to 
the remaining construction, the por- 
tion of the total cost of a project in- 
cluded in work in progress within the 
duration of the project will, of course, 
vary, being low when the project is 
initiated and gradually rising until 
completion, and since it is this grad- 
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ually rising amount and not the full 
cost of the project which will carry 
the interest during construction cred- 
it, the annual amount of the credit 
should be substantially less than the 6 
per cent anticipated return on the com- 
pleted facilities, even if the rate used 
for capitalizing interest during con- 
struction is also 6 per cent. 

Statistics are lacking by which to 
determine accurate averages in the 
case of these figures, but it would 
seem unlikely in most cases that the 
interest during construction credit 
should run in any year to more than 
one-half of a 6 per cent return on the 
amount expended in that year for con- 
struction purposes, and, this being the 
case, it would appear necessary that 
the company earn only 3 per cent upon 
the new equipment to offset the credit. 

Purely as a hypothesis, this result 
would be obtained if it is assumed that 
40 per cent of construction were ex- 
pended for items as to which the cost 
of money was not capitalized, and that 
as to the remaining 60 per cent of ex- 
penditures on which the cost of the 
money was capitalized, 45 per cent 
was expended for generating equip- 
ment and the balance for transmission 
lines, substations, transformers, etc. 


i spree the generating equip- 
ment projects lasted an average 
of twenty months and the other addi- 
tions for an assumed average period 
of eight months, and if it were further 
assumed that funds for these projects 
were expended in equal instalments 
over these periods, and then consider- 
ing that the other 40 per cent of the 
expenditures would carry no interest, 
it is indicated that the over-all con- 


struction expenditures would carry 
interest only for between five and six 
months of the year, so that at a rate of 
6 per cent, the interest during con- 
struction item would represent some. 
thing below one-half of the antici- 
pated 6 per cent return. 

In conclusion, the basic economic 
concept of an adequate return on the 
facilities being constructed goes far 
beyond the item of interest during 
construction—it goes to the funda- 
mental qtiestion of whether the ex- 
penditures are economically justified. 
Under these circumstances, interest 
during construction represents merely 
the reflection in the accounts of the 
cost of money used to expand facili- 
ties, and this amount will rise or fall 
in its proportion of the balance to 
earnings for common stock depend- 
ing on the proportionate expansion of 
plant and property, and, to a lesser de- 
gree, upon the type of such expansion. 


ow as to the all-important ques- 

tion of whether the expansion is 
justified, it seems that the analyst and 
investor must make their decision on 
the basis of confidence in manage- 
ment, supported by the assurance con- 
ferred by the substantial margin of 
safety between a reasonably antici- 
pated annual return from the new 
property and the capitalized cost of 
the funds which has been annually 
credited to the income account. Con- 
sidering this safety factor, and if the 
management’s record has been good in 
predicting accurately the growth in 
the territory served, it appears that the 
present and potential investor need 
not be concerned as to the future earn- 
ings on his stock. 
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Why a Demand Charge? 


The so-called “demand charge,’ 


” especially in the case of indus- 


trial rates for an electric utility's customers, has recently been 

questioned from the regulatory point of view. Here is an 

analysis of the background and purpose of the demand charge, 

which is the result of considerable experience and original think- 
ing by some of the best minds in the industry. 


By HENRY W. HILLS* 


uCH has been written about the 
M demand charge in electric rate 
schedules, and it would seem 
at this late date that everybody con- 
nected with the electric industry should 
be thoroughly versed in the reasons for 
such a charge. However, judging from 
the appearance of current articles on 
this question, it appears that such is 
not the case. After all, this principle 
is an old one which goes back some 
fifty years or more, and with the pas- 
sage of time there have become asso- 
ciated with the industry thousands of 
younger people who may not have had 
the background to assess fully the 
values relating to this question. 

As every electric utility engineer 
knows, the primary function of every 
utility planning department and every 
utility engineering department is to 
provide sufficient capacity to supply 
the load. This capacity must be sup- 
plied not only at the generating sta- 


*For personal note, see “Pages with the 
Editors.” 
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tion, but in the transmission lines, in 
the substations, in the distribution 
lines, right up to the point of supply 
at the customers’ premises. If all cus- 
tomers served by the utility were 100 
per cent load factor customers, then 
the utility would have to have as much 
capacity at the generating station as 
it has at all points of delivery, plus an 
additional amount to take care of sys- 
tem losses. The same fact would be 
true if all the customers had their 
maximum takings at the same time. 


Howes: since all customers do not 
have 100 per cent load factor and 
since all customers do not have their 
maximum takings at the same time, a 
utility takes advantage of diversity, 
and its capacity at the generating sta- 
tion may be only one-quarter or one- 
third of the sum of the capacities sup- 
plied at its customers’ premises. This 
diversity between customers starts 
when two or more customers are sup- 
plied from one secondary wire and it 
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changes at each point that additional 
customers are supplied, at the line 
transformers, on the primary feeders, 
at the substations, on the transmission 
system, and all the way back to the 
generating station. The determination 
of the diversity actually existing in a 
particular utility system is one of the 
major problems which every rate engi- 
neer has encountered. Only today, in- 
stead of thinking in terms of diversity 
factors we think in terms of their re- 
ciprocals, or coincidence factors. For 
example, if two customers, each hav- 
ing a maximum demand of 10 kilo- 
watts, have a coincident maximum de- 
mand of 15 kilowatts, the coincidence 
factor is obtained by dividing the co- 
incident maximum demand by the sum 
of the individual maximum demands. 
In this case it would be 15 divided by 
20, giving a coincidence factor of .75. 
Much commendable work has been 
done in the determination of coinci- 
dence factors by many electric utility 
companies. 


F  ypeseres of the investment and op- 
erating costs of a hydroelectric 
utility shows that a negligible propor- 
tion of its total costs varies with the 
kilowatt hours supplied to the custom- 
ers. In order to supply the load, the 
plant has to be in existence and the 
term “plant” here is used to include 
not only the generating station but the 
transmission lines, substation, distri- 
bution lines, line transformers, serv- 
ices, and meters, and all other items of 
plant needed to render service to the 
customers. Since this plant is needed 
to supply the capacity, it must be main- 
tained and be in such condition as to 
render adequate service. 

The operating costs of a given 


hydro plant vary very little from 
year to year with variations in kilo- 
watt-hour output. True, there may be 
some small amount of increased main- 
tenance of the hydroelectric equipment 
with output, but the major items of 
fixed charges and operating costs go 
on from year to year as long as the 
plant is called upon to render service. 

When it comes to the other items of 
plant, such as transmission and dis- 
tribution wires, poles, conduit, and 
transformers, there is no appreciable 
expense involved in maintaining this 
equipment which is dependent upon 
the kilowatt hours supplied. The entire 
plant has to be maintained at all times 
to render service, regardless of 
whether the kilowatt hours that may 
be transmitted over this plant are many 
or few. Thus, if the rates of a hydro- 
electric utility are to bear any relation 
to the cost, it would seem that a kilo- 
watt-hour basis would be most inap- 
propriate but that a more consistent 
basis would be the capacity which the 
utility is obligated to supply to the cus- 
tomer, or, in other words, the maxi- 
mum demand that the customer takes 
at any time during the year. 


NALYSIS of income statements of 
typical steam-electric utilities 
shows that approximately 25 per cent 
of the revenue is spent for fuel. Aside 
from this item of fuel, most of the an- 
nual costs are not related to the kilo- 
watt hours actually sold during any 
given period. For example, transmis- 
sion and distribution operating and 
maintenance costs depend upon the 
number of miles of overhead and un- 
derground lines to be operated and 
maintained and the number and size 
of the substations in service. Metering 
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and billing costs depend upon the num- 
ber of customers and the capacity (or 
demand) of each. Depreciation, prop- 
erty taxes, and interest charges depend 
upon the amount of property in serv- 
ice. Thus for a typical utility using 
fuel as its source of power, a major 
percentage of its total annual costs 
has no relation to the kilowatt hours 
sold but rather to the capacity which 


the utility is obligated to supply. So 
in this case, if rates are to have any 
relation to cost, they certainly should 
include not only an element based on 
kilowatt-hour costs but another ele- 
ment based on capacity costs. 

If a utility rendered only one kind 
of service, let us say low tension al- 
ternating current service, and all its 
customers were alike and had the same 


e 


TABLE I 
ANNUAL DEMANDS AND ENERGY CONSUMPTION OF POWER CUSTOMERS 


Max. Kw. 
In Year 
(30-minute) 


Dry Dock 

Chemical Company 

BO WOE. 9 a0 Geek aocnceseeeeceneea 
Lithograph Company 

Food Warehouse 

Warehouse 

Warehouse 

Retail Store and Warehouse 

Hospital 

CO BENS. bc 6cbboceseicvecescesed 
Telephone Exchange 

Mfg. Co. 

pg SD rere rrr 
7 UR eee 
Ice Company 

ERTS Wabdsn0sccesasesvtecess 
Automobile Assembly 

Ice Company 

CE iiietansindtcsveeesbeses 
Steel Products 

Iron Castings 

Arsenal 

Publishing Company 

Hotel 

Electric Machinery Mfr. ........... 
Trafic Tunnel 

MPG 6555 pecctiedecskeweerees 
WE baie boctncetndessveseess 
Water Pumping 

Food Processing 

PME, wdeuctaccsscavecnataaes 
BE HL. vcanndvennseekie wade 
Automobile Assembly 

PE tooo cs eancesvecee seal 
pS eer er 
Food Processing Company 

Railroad Station 

Cold Storage Warehouse 

Municipal Utility 

Municipal Utility 

Roofing Material Mfr, ........+...- 
Rubber Goods Mfr. .....+++.++e+++ 
Private Utility 


Annual 
Load 
Factor 


Hours Use 
Of Demand 
Per Year 


Annual 
KWH 
338,692 
622,760 

1,234,710 
1,472,300 
1,472,626 
1,760,259 
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demands, the same coincidence fac- 
tors, and the same kilowatt-hour con- 
sumption each year, it would not mat- 
ter much what basis was used to charge 
the customers. It could be a flat rate 
basis of so much per customer or a flat 
rate basis of so much per kilowatt or 
a flat rate basis of so much per kilo- 
watt hour. However, all customers do 
not have the same characteristics; 
some customers are small, some cus- 
tomers are large. 


HIs brings into consideration an- 

other factor, and this is the ele- 
ment of customer cost. In order to 
cover an area and be able to supply 
all the customers in its franchise area, 
and be able to run services from the 
nearest pole into the individual cus- 
tomer’s premises, and to install meters, 
a certain customer cost is involved. 
This is best exemplified by a rural dis- 
tribution line, the cost of which is 
mainly a customer cost and consists of 
poles and wires to reach the customers. 
Hence it is obvious that if an electric 
rate is based to any extent on cost, it 
will contain a customer charge, either 
as a specific charge or the equivalent, 
which might be expressed as a mini- 
mum bill. After a customer’s consump- 
tion reaches a certain point and the cus- 
tomer cost is paid for, the customer 
should receive the advantages of a 
lower rate. 

In addition to variations in size, 
there are of course great differences in 
load shapes between individual cus- 
tomers and between classes of cus- 
tomers. In the residential class, for in- 
stance, customers with electric refrig- 
erators generally have a higher load 
factor than customers who do not have 
electric refrigerators ; customers with 
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electric ranges have entirely different 
characteristics from customers who do 
not have electric ranges; also, cus- 
tomers with electric water heaters have 
entirely different characteristics than 
customers who do not have electric 
water heaters. 


HE electric utility is up against 

two problems in supplying serv- 
ice. First, it must sell its product at a 
competitive rate. This competition, of 
course, varies widely, depending upon 
availability of natural gas, manufac- 
tured gas, oil, and coal, and the prices 
at which these are sold. It is perfectly 
obvious to the average utility sales- 
man that to attempt to sell electricity 
to residential customers at a flat resi- 
dential rate would make it impossible 
to develop any appreciable electric 
cooking or water-heating load. Using 
the national average of 3 cents per 
kilowatt hour, the electricity consumed 
by the average electric water heater 
would cost around $10 a month, which 
of course would make it impossible for 
a utility to get much business, except 
perhaps in a few isolated areas where 
competitive fuels are not available ex- 
cept at a high price. 

The utility must not only meet com- 
petition but must be sure that the ad- 
ditional load it takes on is not being 
supplied at a loss. Thus it becomes 
necessary to determine the load char- 
acteristics of the different types of 
equipment and to determine at what 
price this load can be supplied in order 
to yield a profit. It seems quite obvious 
that if the competitive price is lower 
than the utility’s increment cost, it 
would be poor business judgment to 
attempt to meet competition by selling 
its services at a loss which would have 


352 





WHY A DEMAND CHARGE? 





The Need for Education on Utility Practices 


— of the major problems which every utility faces today, and 

has always faced, is that of education. Since the existing rate 

practices are the result of many years’ experience and much technical 

detail, this is a very difficult problem, and even people who have con- 

siderable dealings with public utilities do not always understand the 
fundamentals involved.” 





to be made up by higher charges to 
other customers.* 


NOTHER variable in the determina- 
tion of rates which has not been 
mentioned above is the variation in 
types of service rendered. Not all cus- 
tomers take service at 115 volts and 
60 cycles. Some customers take their 
load directly from the 2,300- to 4,600- 
volt primary wires and thus require no 
investment in line transformers and 
secondaries to serve them. Other cus- 
tomers take their load at 13,800 or 
some other intermediate voltage and 
thus require very little distribution in- 
vestment, while still other customers 
take their energy off the transmission 
lines at 66,000 or 110,000 volts. Gen- 
erally, utility rates reflect the differ- 
ences in cost to supply customers at 
different voltage levels. In fact, if they 
attempted to collect the same average 
revenue from a customer served at, 


_ 1 House heating by electricity is in this class 
in most parts of the United States. 
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say, 13,800 volts or above as they col- 
lect from a customer served at 115 
volts, it would no longer be economic 
for the high tension customer to pur- 
chase his energy and so he would gen- 
erate it himself. 

The utility may have a monopoly as 
far as transmitting electric power over 
and under the public streets is con- 
cerned, but it has no monopoly con- 
cerning the generation of power. 
Every industrial company has the op- 
tion of purchasing electricity or of in- 
stalling its own private plant, and it is 
only when it can purchase a depend- 
able supply at less cost than it could 
provide this service for itself that it 
takes utility service. Thus, competition 
largely determines the type of rate 
schedules for industrial customers. 


i is apparent that a manufacturing 
establishment which operates on a 
one-shift basis eight hours a day for 
five days a week has a very poor load 
factor, in the neighborhood of 20 to 
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25 per cent. Since such a large propor- 
tion of power costs are fixed and do 
not vary with the amount of kilowatt 
hours generated, the average cost for 
this manufacturer to generate his own 
power, including a return on his in- 
vestment, taxes, depreciation, operat- 
ing labor, maintenance, and fuel, 
would be high, perhaps 2 cents a kilo- 
watt hour. On the other hand, a com- 
pany which operates on a continuous 
basis, such as a cement mill, steel mill, 
paper mill, chemical plant, with iden- 
tically the same size plant as the first 
manufacturer mentioned, would have 
an average cost of perhaps one cent 
per kilowatt hour simply due to its 
higher load factor operation which 
distributes the fixed costs over a larger 
number of kilowatt hours. In order to 
meet competition it is therefore im- 
possible for a utility to charge the same 
average rate to all its industrial cus- 
tomers, as it would lose the high load 
factor customers and retain only the 
low load factor customers which would 
be supplied at a loss. 

In Table I (page 351) is given a 
partial list of demands and consump- 
tion for industrial customers with a 
demand of over 400 kilowatts. The 
first point this table brings out is the 
variation in size, from 438 kilowatts to 
25,900. The second point this table 
brings out is the great variation in an- 
nual load factor, from .6 per cent to 
66.3 per cent. Other factors this table 
does not show are the load shapes, the 
coincidence factors, and the individual 
contributions to the system peak. 


i is perfectly evident to a rate engi- 
neer that to charge the same rate 
per kilowatt hour to all these cus- 
tomers would not only be unfair and 
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unjust, but would result in loss of the 
high load factor business which is a 
very desirable and profitable business 
to serve, unless the rate were so low 
that the low load factor customers 
would be served at a loss which would 
have to be made up by overcharging 
some other class of service. 


sb. sum up the reasons as to why a 
demand charge, some of the more 
important ones are: 

1. The major portion of the total 
annual costs of any electric utility, 
whether steam or hydro, is in supply- 
ing capacity at the point where the cus- 
tomer receives it. This involves two 
elements: a capacity cost and a cus- 
tomer cost. 

2. The annual costs of an average 
utility plant, which vary with the kilo- 
watt hours generated, are in the neigh- 
borhood of 20 to 30 per cent of the 
total cost. 

3. If rates are to bear any relation 
to the cost of supplying service, they 
must incorporate a demand charge, a 
customer charge, and an _ energy 
charge. 

4. The load characteristics of the 
various customers served by a utility 
differ greatly, both in size and in use 
of the installed capacity. The size 
varies from a few watts to supply a 
small customer with a couple of lamp 
bulbs to five, twenty, fifty or more 
thousand kilowatts supplied in one lo- 
cation to a large industrial company. 
The hours’ use may vary from a few 
hours per month to five or six hundred, 
in some cases even more. 

5. Competitive costs also have a 
large demand component which must 
be recognized in the rate structure if 
the utility industry is to obtain and 
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retain the power business and develop 
along sound economic lines. 


HE rate schedules in effect today 

by the electric utility industry are 
the outgrowth of experience and much 
original thinking on this subject by 
such people as Hopkinson, Wright, 
Eisenmenger, Doherty, and other pio- 
neers from the beginning of the elec- 
tric utility industry nearly seventy 
years ago. 

The above principles are general- 
ly recognized, and to meet the prac- 
tical situations these principles are 
applied in different ways. For indus- 
trial customers the rate form usually 
consists of a demand charge and an 
energy charge, so that the high load 
factor customers will have a lower unit 
cost per kilowatt hour than low load 
factor customers, and thus the utility 
meets its competitive situation. The 
demand charge sometimes is based on 
a portion of the demand costs for low 
load factor customers who have a low 
coincidence factor (high diversity fac- 
tor), and the energy charge sometimes 
includes a portion of the demand costs 
so that customers with higher load 
factors and consequently higher coin- 
cidence factors pay their appropriate 
share of the total costs. It is common 
practice to encourage off-peak loads 
by making concessions in the demand 
charge for those customers who keep 
their loads off the system peak. 


J, rene method of taking demand 

charges into account is by special 
contract. Such a contract may not men- 
tion in so many words a demand 
charge, but the terms of the contract 
are tailor-made to meet the conditions 
of the individual customer, and the de- 
mand costs are included in one form 
or another. Another method of taking 
demand costs into account in a rate 
schedule is by the use of a minimum 
charge, where the minimum charge 
varies with the amount of capacity 
which the customer uses. Still another 
method is the Wright demand method, 
where the first block of kilowatt hours 
is at a high rate and the number of 
kilowatt hours at this rate is propor- 
tional to the customer’s demand. This 
method is frequently used for com- 
mercial customers. 

The simple block rate, where the 
blocks are a fixed number of kilowatt 
hours regardless of the demand, is ob- 
viously only appropriate and fair when 
it applies to a homogeneous group of 
customers. Such a group is a residen- 
tial group, which in many cases has a 
customer component of cost which is 
greater than the demand component. 
In this case the demand component is 
based upon the average for all cus- 
tomers and included with the customer 
component to determine the charges 
and number of kilowatt hours in each 
block. However, even here there may 
be inequities, but due to the large num- 


e 


utilities shows that approximately 25 per cent of the revenue 


q “ANALYSIS of income statements of typical steam-electric 


is spent for fuel. Aside from this item of fuel, most of the 
annual costs are not related to the kilowatt hours actually 
sold during any given period.” 
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ber of customers supplied, the cost of 
correcting the inequities by the instal- 
lation of thousands of demand meters 
could be more than the savings to a 
few individual customers that might 
be brought about by the elimination of 
these inequities. 


* ye of the major problems which 
every utility faces today, and has 
always faced, is that of education. 
Since the existing rate practices are the 
result of many years’ experience and 
much technical detail, this is a very 
difficult problem, and even people who 
have considerable dealings with public 
utilities do not always understand the 


above, the principal item which an elec- 
tric utility has to sell is not a kilowatt 
hour but a kilowatt of capacity. In 
many respects it is very similar to the 
hotel business, which charges so many 
dollars a day per room. In this case 
what the customer purchases is the 
use of a room, and he pays the daily 
rate although he may occupy a room 
for only three or four hours. Of 
course, if he occupies it the entire 
twenty-four hours in the day, his cost 
per hour is less. Similarly with the pur- 
chase of a kilowatt of capacity; if a 
customer uses it twenty-four hours per 
day, his hourly cost should be less than 
for a customer who uses it only a few 


fundamentals involved. As shown hours in the day. 





Business Growth v. Population 
¢ 7 my opinion there is a great deal of myth in what is said 


and written about lack of competition in this country. 
You get the impression from some things you read that we 
have less competition than we used to have; and yet there is 
very good evidence that the opposite is true. Our economy is 
much more competitive than the economies of western Europe 
from which it sprung—and we are moving toward greater 
competition. 

“The test of competition does not lie in theory but in fact. 
The test of competition is opportunity. Can buyers find alter- 
native sellers? Can sellers find alternative buyers? Can people 
who want to do so go into business for themselves, make a 
living, and progress? 

“Well, let us look at the record. It shows that the number of 
firms in the United States is increasing at a faster rate than 
the population, In 1900, there were twenty-one firms for every 
thousand persons. In 1947, there were twenty-six for every 
thousand. There are now some four million private enterprises 
in this country. And note this: 95 per cent of them have fewer 
than one hundred employees. Furthermore, there are now 
20 per cent more individual enterprises than there were before 
the war.” 

—Evucene Hotman, 
President, Standard Oil Company 
(New Jersey). 
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The Company Library- A Tool 
Of Management 


What good is a library to an operating public utility company? 

How can it be made most effective? What are its true functions 

and possibilities? How large or small should it be, and what 

should it cost in relation to the company’s size and operations? 

These are important questions, discussed in a very original 

approach to an important managerial problem—making better 
use of the company’s library. 


By ALMA C. 


T is generally recognized that the 
| public utility industries of America 

are entering a critical era in their 
existence from the standpoint of rela- 
tions with their public, their govern- 
ment, and their employees. More than 
that, public utilities have become the 
vanguard of the enterprise system and 
their fate is coming to be regarded by 
other industries as a likely portent of 
what lies in store for private manage- 
ment generally. 

In such a situation, management 
needs all the tools it can lay its hands 
on. This article is to suggest the value 
of a tool which already lies, perhaps 
neglected or even unnoticed, beneath 
the hands of management—the com- 
pany library. At its worst, it can be- 


*For personal note, see “Pages with the 
Editors,” 
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come a dumping ground of unneeded 
books and documents—a little used 
catalogue and collection of miscellane- 
ous and surplus data. At its best, it 
can become the common denominator 
of managerial intelligence, bringing 
every branch and division of the com- 
pany into an alert and integrated team. 
In this sense, the company library— 
or, to put the emphasis more fairly, 
the company librarian— becomes a 
sort of “central intelligence,” a proto- 
type of the military counterpart of that 
name, without which the modern army 
would be lost in any difficult operation. 

The “company library” is a com- 
parative newcomer to the American 
business scene. In the general business 
field special libraries have developed 
rapidly only within the past four dec- 
ades. In 1910, only 108 were known to 
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exist. In 1921, this figure had grown 
to 429; in 1925 to 975; and ten years 
later to 1,475. Today there are ap- 
proximately 2,500 in the United States 
and Canada. 

The majority of business and 
industrial libraries have come into 
existence or prominence since World 
War I, due primarily to the fact both 
business and industry became aroused 
to the keen necessity for keeping not 
only abreast of the times but even 
ahead of the times if possible. Manu- 
facturing concerns, banks, investment 
houses, insurance companies, law 
firms, advertising agencies, public 
utilities, transportation companies, 
newspapers, research organizations, 
trade associations, engineering socie- 
ties, and other organizations are now 
the prime exponents of modern special 
libraries. 

Some special libraries serve the en- 
tire organization. Others, as in the case 
of departmental or government librar- 
ies, serve only a selective clientele. In 
every instance, however, the library’s 
main functions are: (1) to provide in- 
formation on the subject or subjects of 
interest to its own particular profes- 
sion or industry; (2) to classify this 
information so that it may be readily 
available; (3) to keep it up to date; 
and (4) to produce it when needed, or 
have it on the executive’s desk even 
before it is requested. The truly mod- 
ern company library tends, at all times, 
to be the clearing house of factual ma- 
terial vital to the well-being of the or- 
ganization which it serves. 


Dissemination of Information 


K EEPING the executive informed of 
information pertinent to his busi- 
ness is a primary function, of course. 
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But the librarian often has another 
mission in a large organization. That 
is to supply reading matter for the edu- 
cation and recreation of the employee. 
Reading lists are compiled, upon re- 
quest by the librarian, and when edu- 
cational classes are conducted, mate- 
rial needed is lent through the library. 
Employees taking outside courses are 
often aided by the librarian, in secur- 
ing for them the books which must be 
read in conjunction with their studies. 


N Public Service Electric & Gas we 
have a general training course. Em- 
ployees enrolled are required to ac- 
quaint themselves with the library as 
part of the course. In meetings with 
these employees, the librarian dis- 
cusses the various dictionaries, ency- 
clopedias, directories, and other mate- 
rial which will assist them in their spe- 
cific type of work. 

But we also try to give more in- 
formal and friendly assistance, as well. 
If they come in during the holiday 
period, we remind them they need not 
be puzzled as to where to find a cer- 
tain address for a special Christmas 
card. Our many city directories are 
theirs for the asking. From the first of 
the year to March 15th, the library 
renders special service to employees in 
keeping a supply of income tax blanks 
and booklets explaining the intricacies 
of filling out the forms. During the 
vacation period, if they so desire, we 
offer to plan trips, whether by land, 
sea, or air. 

Time is always allowed after a gen- 
eral talk for the class to browse around 
the library, so that the members may 
have a general idea of the material it 
contains. “Cadets,” who come to the 
company from college for a 2-year 
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training period before being perma- 
nently placed, are generally brought to 
the library before they start their 
duties. During their assignments 
throughout the various divisions in the 
company they keep in touch with us 
and we with them. We send them no- 
tices of new material in their particu- 
lar field and they often come to the 
library for assistance. 


I" Public Service, we also compile 
and distribute weekly bulletins: 
One is on labor rulings. Another is on 
current happenings in the business 
world, particularly in the public utility 
industry. A third lists new acquisi- 
tions. We prepare bibliographies and 
a quarterly bulletin listing new books, 
pamphlets, reports, and magazine ar- 
ticles, with a brief abstract of each. 

In addition, we send out posters for 
bulletin boards, bookmarks, desk cards, 
leaflets such as “The Scope and Pur- 
pose of the Public Service Library” 
and “The Public Service Library and 
You,” calling attention to the services 
provided by the library to all em- 
ployees of the company, no matter 
what their job or where they may be 
located. Then there is our magazine 
routing service, whereby anyone may 
have certain magazines sent him regu- 
larly merely by signing his name and 
location to one of our magazine lists, 
and checking those magazines he 
wishes to see. These are lent from 
three to seven days. 


We lend books for one month, with 
renewal privileges, unless there is a 
reserve for them, in which case the 
borrowing period is two weeks. In ad- 
dition, we keep a personal file of sub- 
jects in which certain of our employees 
are interested and either send them 
material on these subjects as soon as it 
is received or notify them that the li- 
brary has such and such material if 
they wish to see it. We also have a 
hobby exhibit which is changed month- 
ly. These exhibits have proved to be a 
very definite means of advertising the 
library. 

Other means of disseminating in- 
formation are making literature and 
patent searches, translating foreign 
publications, abstracting articles in 
magazines and circulating them in- 
stead of the magazines. This is done 
mostly by those libraries which sub- 
scribe to but one issue of a periodical. 
Some librarians utilize their house or- 
gans and, if they can be assured of a 
column in each issue, this is an excel- 
lent medium for acquainting the reader 
with new material on some phase of 
the library service. 


Typical Questions Asked and 
Answered 


) |g pre for information received 
by our library are of both a gen- 
eral and technical nature. However, 
there are three such requests which 
stand out in my mind as unusual. One, 
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come into existence or prominence since World War I, due 


q “THE majority of business and industrial libraries have 


primarily to the fact both business and industry became 
aroused to the keen necessity for keeping not only abreast 
of the times but even ahead of the times if possible.” 
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because it seemed so simple, but which 
took considerable time to answer. The 
others because they were rather 
unique. The simple one, so we thought, 
was to locate the origin of the name, 
“Sewaren,” the town where we were 
building our latest power plant. Thir- 
teen separate and distinct libraries and 
historical societies were consulted or 
visited. The result was eight different 
answers, all of which could be authen- 
tic. We finally made a report on our 
findings and let the chief engineer 
take his choice! 


Siw other two called for specific 
items, a pistol and an elephant 
with an attendant! It seemed that a 
certain type of pistol was needed in a 
play to be produced by our sales pro- 
motional department and it had to be 
acquired in a hurry. Through one of 
our hobbyists, who collected pistols, we 
were able to borrow the lethal weapon, 
much to the joy of the man making the 
request. The elephant and his at- 
tendant were a different story since we 
did not know anyone who collected 
such creatures, but through a theatri- 
cal agency in New York we produced 
the goods and won the everlasting 
gratitude of our out-of-town man. A 
few months ago we were asked to se- 
cure a skeleton for our safety depart- 
ment. This we did through the 
Academy of Medicine of Northern 
New Jersey. Typical questions asked 
the library include: 


List of companies manufacturing 
blueprint machines. 

Data on fighting fires in substations. 

What is the Fourth Estate? 

AIEE standard for line-type trans- 
formers. 

Data on gaseous explosions in man- 
holes. 
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Formula for varnish remover. 

Data on steam accumulators used in 
the Charlottenberg Plant, Germany. 

Data on washing of insulators on 
high-tension lines. 

Information on the Morgan Test 
used to determine the mental status 
of accident prone drivers. 

Information on safe operation of in- 
terlocking systems burning pulverized 
fuel, oil, and gas. 

What is the Federation of Archi- 
tects, Engineers, Chemists, and Tech- 
nicians? _ 

Name of secretary of Pennsylvania 
Railroad Company in 1925. 

What electric company serves Edin- 
burgh, Scotland, and what type of serv- 
ice is used? 

_Information on aging of cast-iron 
pipe. 

Bibliography on gas purification. 

What is the bus fare in Russia? 

Data on changeover from manufac- 
tured to natural gas. 


H-v are these requests answered? 

Most special libraries, unless they 
serve a limited personnel and are high- 
ly specialized, have, in addition to their 
books and periodicals, innumerable 


pamphlets, government documents, 
trade catalogues, corporation reports, 
transactions and proceedings of vari- 
ous professional associations, business 
and financial services, published in- 
dexes, and other reference material. 
These are the tools used in answering 
questions. However, as dependence 
upon the librarian grows, he finds it 
impossible to have on his shelves or 
within his files all the material where- 
with to answer these ever-increasing 
demands. Therefore he must have a 
thorough knowledge of outside sources 
of information and of where to turn 
for it. 

If the question is of a general na- 
ture, the public library in his vicinity 


360 





THE COMPANY LIBRARY—A TOOL OF MANAGEMENT 





rN 


The Growth of Company Libraries 


¢ oh Bs ‘company library’ is a comparative newcomer to the Amer- 

ican business scene. In the general business field special libraries 

have developed rapidly only within the past four decades. In 1910, only 

108 were known to exist. In 1921, this figure had grown to 429; in 

1925 to 975; and ten years later to 1,475. Today there are approxi- 
mately 2,500 in the United States and Canada.” 





is his first thought; if of a specific na- 
ture he will telephone or write the li- 
brarian of an organization specializing 
in the subject requested. It is through 
membership in Special Libraries Asso- 
ciation that he learns of the facilities of 
these other libraries which he may call 
upon when in search of material for- 
eign to his particular field. This asso- 
ciation, consisting of over 5,000 mem- 
bers, has 25 chapters, 23 in this coun- 
try and two in Canada, and 13 divi- 
sions divided into subject interests. Its 
headquarters are at 31 East Tenth 
street, New York 3, New York. 


Organization of a Company Library 


peer utility companies, as well as 
business organizations generally, 
which do not have a library, will be 
interested in some practical program 
for organizing one. A special library 
may be a one-man library, or it may 
have a staff of twenty-five or more. 
The number on the staff will depend 
entirely upon the size of the organiza- 
tion and the part it is called upon to 
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play in the business of the company. 
But whether it is large or small, it will 
be most effective if it is a separate 
entity! By that is meant independence 
of any one company department. As 
an independent unit the librarian would 
report directly to one of the officers of 
the company. In Public Service the 
library is under the supervision of the 
secretary of the company. This ar- 
rangement has proved to be successful, 
since the library cannot really be 
held responsible to any one department 
because it should, without prejudice, 
serve impartially all executives and 
employees of a multiple organization 
such as ours. 

Another important concern in plan- 
ning a library is its location. Many a 
library has lost its usefulness in an or- 
ganization, although much money may 
have been spent on its operation, fur- 
nishings, and equipment, simply be- 
cause it was, in its infancy, housed in 
an out-of-the-way corner of the gen- 
eral office building. Where possible it 
should be near the executive offices. If 
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the building is large the library should 
be accessible to more than one bank of 
elevators. 

Frills are not essential. It has been 
found that a library when first estab- 
lished, and advantageously located, 
and simply furnished with a desk, a 
chair, a telephone, a few essential ref- 
erence books, including a Directory of 
Special Libraries, and presided over 
by an experienced librarian, will func- 
tion far more efficiently than one beau- 
tifully appointed in every way but hid- 
den in some little-used corridor. 


M° important than the location 
of the library, of course, is the 
choice of a librarian. He should be 
chosen as carefully as a chief engineer, 
corporation lawyer, director, or com- 
mercial manager. He should be a col- 
lege graduate, have a library school 
degree, and preferably some experi- 
ence in the company’s field of indus- 
try. In addition to this background, he 
should, in the words of Ruth Savord,? 
have “Native ability, a sense of humor, 
mental curiosity, quickness of compre- 
hension, accuracy, resourcefulness, 
breadth of vision, initiative, and tact; 
all are needed. These are fundamental 
because by most standards they are 
innate and not a matter of education. 
The potential special librarian should 
have a broad cultural, literary, and 
factual background, as well as special- 
ized training in a chosen field of ac- 
tivity. He should develop the ability to 
analyze all the factors involved in the 
problem in hand, to separate the essen- 
tial from the nonessential, and to con- 
dense and present all pertinent facts.” 


1 Special Librarianship As a Career, by Ruth 
Savord, 1945 ed. Special Libraries Association, 
New York, New York. 
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This is all by way of saying simply 
that the value of the library depends 
upon its librarian—its fate is in his 
hands. 

The size of the library’s staff will, 
of course, depend upon the amount of 
service it renders. From the beginning, 
a minimum of two people, the librarian 
and a competent assistant librarian or 
clerk-secretary, is required. Later, as 
the library grows in importance, it will 
be found necessary to add professional 
library assistants and clerical help. 


(i of the most important details 
connected with planning and 
maintaining a library is material ac- 
quisition. This includes books, periodi- 
cals, newspapers, and other printed or 
reproduced material. It will be found 
that the nucleus of most libraries when 
they are first organized is material 
contributed by the various departments 
in the company. 

Most organizations have over the 
years, probably without realizing it, 
built up what might be called depart- 
mental libraries. Much of this material 
is of a duplicate nature, arising from 
the fact that frequently one depart- 
ment has no idea that another depart- 
ment has in its files the very report or 
book it vitally needs. Therefore, it or- 
ders or writes for a second or third 
copy as the case may be. This is one 
of the strongest reasons for the estab- 
lishment of a centralized library where 
all material can be filed, indexed, and 
catalogued so that it is immediately 
available to everyone in the company. 

There will always be some die-hard 
who will want to refuse to part with 
his department’s collection. When this 
occurs a list of what it contains can be 
kept in the library so that, if and when 
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necessary, it may be borrowed or re- 
ferred to. This same method can be 
followed if any department head 
wishes to purchase material for his de- 
partment’s special use. Even so, all 
such material really should be ordered 
through the library, and charged to 
that department’s account. In this way, 
a record is kept on file in the library 
as to its location. 


o that the most up-to-date books, 
both text and reference, magazines, 
services, and government documents 
of definite interest to the organization 
may be purchased as needed, the up- 
to-date librarian constantly scans the 
various book lists, periodicals, publish- 
er’s blurbs, and other publication no- 
tices as they pass across his desk. Even 
if it is not his intention at the moment 
to buy a certain publication, or sub- 
scribe to a certain magazine or service, 
he will make note of this new material 
so that if it is wanted later he will be 
familiar with it. Many librarians, when 
in doubt about a purchase, will send for 
the volume on approval or request a 
sample copy, in the case of a magazine 
or service. Then he can ask someone 
in the organization to review it and 
give his opinion as to whether or not 
it should be added to the library. 
The question uppermost in the 
minds of executives when they have 
considered the possibility of establish- 
ing a library within their organizations 
is “What will it cost?” In answering 
this question, two items should be con- 
sidered—the initial cost and the an- 
nual budget. These will depend pri- 
marily on the size of the library, al- 
though most libraries start in a small 
way and then grow in stature as their 
services are recognized and more work 
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falls upon the shoulders of the librar- 
ian. The annual salary of an ex- 
perienced librarian will range be- 
tween $4,000 and $6,000, his assistant, 
$2,700-$3,600, and a clerk-secretary, 
$2,400-$3,000. 

Books, subscriptions to periodicals 
and services, memberships in national 
organizations, newspapers, etc., will 
cost approximately $3,000 the first 
year. The cost of furniture will depend 
upon the size of the library. In many 
companies this cost may be small, with 
the exception of shelving, card cata- 
logue cases, and vertical files, since 
there undoubtedly are desks, tables, 
and chairs in storage which could be 
utilized. However, no matter whether 
the room is furnished with new furni- 
ture or with furniture already avail- 
able, it should be borne in mind that 
the library is to be one of the most 
used places in the organization and, 
therefore, should be made attractive. 
Lamps and leather chairs go a long 
way to entice a timid employee into 
the “holy of holies” as some people 
still seem to regard a library. Once an 
individual feels at home, he will return 
time and time again and become one 
of the library’s best boosters. 


I HAVE spoken of the initial cost of 
organizing a library. I should now 
like to stress the importance of having 
the librarian prepare an annual budget. 
Other departments of the company are 
required to compile such a budget and 
there is no reason why the library 
should be exempt. It is advantageous 
to the librarian to operate on one. 
Then he can produce statistics to show 
how much it has cost the library for 
books, services, or other items during 
a certain year; also, why any increase 
SEPT. 14, 1950 
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or decrease in expenditures is being 
made in the next year’s budget. 

The annual budget might well in- 
clude the following: 


Books, pamphlets, photostats, micro- 
films, etc. 

Periodical subscriptions, including 
financial or other special services. 

Printing. 

Binding. 

Equipment. 

Travel expenses (professional meet- 
ings and visits to other libraries). 

Memberships in library or other 
professional associations. 

These items are more or less self- 
explanatory, with the exception, per- 
haps, of the last two. For the new li- 
brarian, visits to other libraries are 
most essential; it is through these 
visits that he becomes familiar with 
procedures which have proved satis- 
factory elsewhere and which frequent- 
ly can be adapted to fit his own prob- 
lems. There are also conferences and 
conventions to attend during the year 
in the library field or in a field allied 
to his organization’s interests. These 
are generally held in various parts of 
the country and attendance at them in- 
volves hotel accommodations, railroad 
fare, meals, etc. If there is an item in 
the budget to cover such expenses, it 
will avoid any questions being raised 
later. 


Conclusion 


WELL-ESTABLISHED, _ efficiently 
managed library can save the 
company many times the amount of 
money expended on its organization 
and operation. The bringing of one 
vital statistic to the right person may 


be just what is needed to settle an 
argument in a labor dispute. One pub- 
lic utility librarian in Canada has cited 
a recent request whereby, through in- 
formation received through her de- 
partment, time and salaries were both 
saved. 

Frequently, our engineers have told 
me that the material sent them on cer- 
tain subjects had saved the company 
thousands of dollars. Often an execu- 
tive has found a trip to Washington, 
New York, or some other city to be 
unnecessary by first consulting his li- 
brarian to see if he has or can secure 
the information needed. More often 
than not he either has the information 
or can easily obtain it. Examples such 
as these are more numerous than the 
librarian is aware of, simply because 
the executive considers the library 
such an integral part of the organiza- 
tion, that to him it isn’t necessary to 
inform the librarian of this saving. He 
just takes it for granted that the in- 
formation needed is always available. 

In this article I have endeavored to 
show the important rdle the library 
plays or can play in keeping manage- 
ment informed not only of what was 
done yesterday but what may happen 
in the future. The library should be 
the company’s “searchlight,” peering 
into the years ahead and not, as has 
been so often erroneously assumed, the 
“rear view mirror,” collecting histori- 
cal items of a dead past. All industry 
needs adequate tools to aid its develop- 
ment and to keep it abreast of the 
times. One of the most vital of these 
is the company library—truly a tool 
of management. 
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REA Mildly Criticized 


FTER an investigation extending over 
A a period of several months, the 
Government Operations Subcommittee 
of the House Committee on Expenditures 
in the Executive Departments has issued 
areport which gives the Rural Electrifi- 
cation Administration a fairly clean “bill 
of health,” yet is mildly critical of some 
practices of the huge lending agency. 

The report also indicated the sub- 
committee staff will make further study 
of the controversial REA generating and 
transmission (super co-op) loans, and 
revealed that not a few rural electric co- 
dperatives are having trouble making 
both ends meet. 

Ina 15-point summary of “conclusions, 
observations, and recommendations,” the 
subcommittee said : 


1. The hearings disclosed no need 
for substantive legislative changes; 
the REA Act appears to be serving 
well the purpose for which it was 
created. 

2. For the most part, REA person- 
nel who testified gave the appearance 
of being “able and competent.” 

3. The subcommittee is unanimous 
in its support of adequate electric 
power at reasonable rates for all rural 
areas. 

4. Rural electric codperatives, op- 
erated efficiently by local people, have 
filled a need which did not appear 
feasible to and was not met by private 
utilities. 

5. Poor management has frequently 
contributed to operating losses sus- 
tained by REA borrowers. Out of 991 
energized borrowers, 247 or almost 25 
ag operated at a book loss in 
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6. In the two-year period ended De- 
cember 31, 1949, the number of bor- 
rowers with yearly operating deficits 
on the accrual accounting basis in- 
creased almost 50 per cent, and the 
average book loss per borrower almost 
doubled. 

7. REA statistical reports are not 
fully informative with respect to either 
deficit codperatives or delinquent co- 
Operatives : (a) The reports show only 
current annual deficit borrowers, while 
cumulative statistics would show more 
realistically the progress and financial 
condition of the borrowers. (b) The 
number of borrowers reported as de- 
linquent is misleading because of time 
extensions granted, which removed the 
grantees from technical delinquency. 
(c) The percentage of codperatives 
shown as delinquent is misleading not 
only because of time extensions 
granted, but because the number is re- 
lated to the total number of borrowers 
rather than to that number in opera- 
tion sufficiently long to have payments 
due. 

8. There is evidence to show that 
the REA has allowed some situations 
badly in need of attention to drag 
along without prompt corrective ac- 
tion. 

9. There appears to be some over- 
lapping or noneffective codrdination 
in the functioning of the management 
division and the finance division, with 
particular reference to auditing, ac- 
counting, and financial matters. 

10. Meritorious accomplishment of 
wide area coverage has resulted in 
diminishing feasibility for expanding 
distribution systems. This has been ac- 
companied by a reduction in the need 
for new distribution loans. Thus with 
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respect to providing electric service 
the major activity of the application 
and loans division involves generation 
and transmission facilities and the 
heavying up existing systems. 

11. Periodic reports required from 
borrowers should be simplified where 
possible, and the material contained 
therein should be put to prompt use in 
promoting administrative efficiency. 

12. The complicated formula and 
system to arrive at “times standard 
debt service earned” should be re- 
viewed for clarification and simplifica- 
tion. 

13. The administration’s uniform 
system of accounts prescribed for co- 
Operative borrowers should be re- 
viewed for possible clarification. 

14. There is no clear congressional 
intent with respect to area coverage. 

15. During the course of the hear- 
ings, the subcommittee received certain 
information with respect to generating 
and transmission loans. Based upon 
this information the subcommittee has 
directed that further staff study be 


made, with a view to future hearings 
and the issuance of a final report. 


Wir respect to point 15, it is noted 
here that the Senate Agriculture 


Appropriations Subcommittee recently 
expressed concern over the increasing 
number of generating and transmission 
loans and recommended a study of the 
subject by the full Agriculture and 
Forestry Committee to determine if spe- 
cial legislation is needed. Two pending 
bills by Senator Thomas (Democrat, 
Oklahoma) and Representative Boyd 
Tackett (Democrat, Arkansas) would 
require congressional approval of each 
proposed super co-op loan, but there is 
little likelihood of action on either meas- 
ure by this (81st) Congress. 

As these two bills seemed headed for 
oblivion, and the House subcommittee 
did not indicate its disapproval of the 
generating and transmission type loan, 
REA appeared to be accelerating its field 
investigations of a number of pending 
super co-op applications. This might in- 
dicate REA plans to have these applica- 
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tions in readiness for prompt allocation 
of funds should Congress adjourn this 
month without further comment or ac- 
tion. 


¥ 


Central Arizona Project Stirs 


A’ Congress moved toward either ad- 
journment or a series of relatively 
inactive recesses, there have been efforts 
by proponents of the Senate-approved 
Central Arizona project authorization 
bill (S 75) to get affirmative House ac- 
tion. The -Bureau of Reclamation has 
pressed the project, with some modifica- 
tions, as necessary to defense. Elimina- 
tion (for the time being) of irrigation 
features comprised the “modifications.” 
Representative Norris Poulson (Repub- 
lican, California), active opponent of the 
project, promptly alerted members of the 
House Public Lands Committee to what 
he termed “subterfuge.” 

Representative John R. Murdock 
(Democrat, Arizona), chairman of the 
Public Lands Subcommittee on Irriga- 
tion and Reclamation, recently prevailed 
upon the subcommittee to accept an 
amendment specifically authorizing an 
appropriation of $596,000,000. The Sen- 
ate version merely authorized “such 
sums as may be necessary.” The Bureau 
of Reclamation has informally estimated 
the project would cost $732,000,000. 

Murdock believed that the smaller 
figure might lessen opposition to the 
project and gain a favorable report by 
the subcommittee. He explained that his 
immediate object is to get the measure 
passed during the present Congress in 
order that the Supreme Court could hear 
arguments of the state of California 
against the proposal, as provided by a 
Senate amendment which bars com- 
mencement of the project until the high 
court has adjudicated the disputed claims 
of California to a certain volume of 
Colorado river water. 

However, he has been unable to as- 
semble a quorum of the subcommittee for 
executive action, nor is it likely that a 
quorum will be present in Washington 
during the remainder of the present con- 
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gressional session. There is also the pos- 
sibility that—even with a quorum present 
—the opposition would be in the ma- 
jority, a situation that has existed since 
the measure first came before the House 
group. 

5 


Withdrawal of Anti-CV A 


Amendment 


HE decision of Senator Henry C. 

Dworshak (Republican, Idaho) to 
withdraw his anti-Columbia Valley Ad- 
ministration amendment to the Defense 
Production Act of 1950 (controls bill) 
was not due to any timidity on his part. 
His move was astute, in that it would put 
President Truman in the position of 
repudiating his Senate leadership should 
he create a CVA, or any other similar 
agency, by executive order under the 
broad powers carried in the act. 

When Dworshak offered his amend- 
ment, Senate Majority Leader Scott W. 
Lucas (Democrat, Illinois) declared the 
President has no intention of using his 
control powers to create a CVA, while 
Senate Banking and Currency Committee 
Chairman Burnet R. Maybank (Demo- 
crat, South Carolina), author of the act, 
said the committee did not construe the 
measure as granting to the President au- 
thority to create any valley authority or 
administration. 

After these assertions by Lucas and 
Maybank on the floor of the Senate be- 
came a matter of record, defeat of the 
Dworshak amendment could have been 
construed by the President as tacit con- 
gressional approval of creation of a CVA, 
or any number of valley authorities, by 
executive order. 


¥ 
Why Commerce? 


OV and for “on-the-record” 
purposes, the Senate desired con- 
trols, allocations, and priority powers in 
the Department of Commerce to avoid 
“scattering” government controls among 
a number of agencies, or to avoid the 
creation of a new “super-duper” defense 
setup. Also, according to Senator John- 
son (Democrat, Colorado), author of 
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this amendment to the controls bill, con- 
centration of controls functions in this 
one agency would make their transfer 
far simpler should our military opera- 
tions demand creation of some new or- 
ganization similar to the War Production 
Board of World War II. Although twice 
approved by the Senate, the Johnson 
amendment was finally thrown out of the 
bill in conference under heavy pressure 
from the White House. So, the President 
now has a free hand. 

Johnson’s amendment drew the fire of 
the public power group through Senator 
John J. Sparkman (Democrat, Alabama) 
who pointed out that Commerce, not the 
Interior Department, would control the 
distribution and allocation of power gen- 
erated at government dams. Although 
there is no on-the-record comment by 
members of the upper chamber, not a few 
of them supported the Johnson amend- 
ment for the very reason that Sparkman 
complained of. 

But, deeper than the distribution of 
electric power, natural gas, and oil, was 
a senatorial distrust of the administra- 
tion’s advisers—the men who surround 
the President and aid him in policy- 
making, which had not shown any 
marked degree of firmness up to the time 
the Senate acted on the controls measure. 

Off-the-record comments by Senate 
members of both parties indicated they 
had no feeling the President would abuse 
his powers under the act, or that he 
might use them for some political advan- 
tage. But, they pointed out, the Presi- 
dent, because of his heavy burden of 
duties, must look to his “inner circle” 
for guidance, even delegating authority to 
them. 

And it was this group of advisers the 
Senate feared. Too many of them would 
suggest this defense authority for some 
favored agency, that authority for an- 
other, until Washington became a crazy 
quilt of overlapping bureaucracies work- 
ing at cross-purposes, many of them 
propagating ideas and theories incon- 
sistent with the smooth functioning possi- 
ble if allocation controls were in the 
hands of an agency familiar with the 
problems of business and production. 
SEPT. 14, 1950 





Exchange Calls 


New Rules Govern Record 
Preservation 


HE Federal Communications Com- 

mission last month issued an order 
separating its rules governing preserva- 
tion of records by common carriers by 
rescinding the present Part 42, govern- 
ing preservation of common carrier 
records in general, and replacing it with 
a new Part 45, covering preservation of 
records of telephone carriers, and a new 
Part 46, applying to records of wire- 
telegraph, ocean-cable, and radiotele- 
graph carriers. 

This proposal, made in September, 
1949, was prompted by determination 
that the records maintained by telephone 
and telegraph carriers preclude uniform 
descriptions and retention periods. The 
new lists of items for each classification 
represent the deletion .of obsolete ma- 
terial and the addition of new items. The 
subdivisions under the different items 
are more descriptive of present-day 
records, and provide greater flexibility 
with respect to prescribed retention 
periods. For example, they permit the 
destruction of voluminous correspond- 
ence and other records after the expira- 
tion of a period sufficient to establish the 
validity of the basic records. 

Storage space problems of the industry 
are further met by reduction in the pre- 
scribed periods of retention of certain 
records, and by permitting microfilming 
of other records required to be retained. 
In addition to microfilming, recognition 
is given to such modern record-preserva- 
tion methods as tabulating cards, humidi- 
fied storage, etc. 

Requirements for indexing records 
were modified to permit the maintenance 
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And Gossip 


in the principal office of the carrier of a 
general descriptive list of the records, 
showing their locations, with a detailed 
index maintained only at the point where 
the records are kept. Copies of the index 
are no longer required to be filed with the 
FCC. Also eliminated were the require- 
ments for periodic filing with the com- 
mission of resolutions of appointment of 
a supervisor for destruction of records, 
and for the filing of certificates involving 
the accidental destruction of records, ex- 
cept where such destruction is premature. 


> 


Commissions Reported Restive 


: state commissions are said to be 
growing restive over the spread be- 
tween intrastate and interstate toll rates 
charged by telephone companies. Intra- 
state toll rates have been moving up 
along with local exchange rates under 
state commission orders. But interstate 
long-distance rates, subject to the Fed- 
eral Communications Commission, re- 
main the same. 

The Wisconsin Public Service Com- 
mission recently authorized the Wiscon- 
sin Telephone Company to increase in- 
trastate toll rates by $1,932,000 annually. 
The company had requested an increase 
of $6,000,000 for both toll and exchange 
service. The commission denied the com- 
pany any increase in exchange rates. A 
bulletin, recently issued by the National 
Association of Railroad and Utilities 
Commissioners for its members, stated 
that the action of the state commission, 
in this case, “serves to point up the seri- 
ousness of the increasing disparity be- 
tween intrastate and interstate toll rates 
and the problem confronting state com- 


368 





miss 
able 
who 
state 


rate: 
Tele 
cent 
the 

crea 
6.9 | 
Allt 


$3,3 
gett 
rece 
inve 


3.74 


crea 
pan 


EXCHANGE CALLS AND GOSSIP 


missions in prescribing a level of reason- 
able exchange rates that will support the 
whole service and without subsidizing 
state toll service.” 


> 
Rate Increase Approved 


HE Alabama Public Service Com- 
mission last month approved new 
rates for Southern Bell Telephone & 
Telegraph Company, averaging 15.4 per 
cent increase in the state. While that is 
the average increase, the specific in- 
creases are : toll, 18.1 per cent ; residence, 
6.9 per cent ; and business, 23.1 per cent. 
All three commissioners signed the order. 
The boosts will give Southern Bell 
$3,307,509 a year more than it has been 
getting from Alabama. The company will 
receive, aS a result, 6.67 per cent on its 
investment in the state instead of the 
3.74 per cent it has been getting. 
Company officials, arguing for the in- 
creases, said that heavy increases in com- 
pany expenses made the boosts necessary. 


we 
Court Nullifies Order 


nN Illinois Commerce Commission 
order was vacated in an action that 
may mean higher rates for Illinois Bell 
Telephone Company patrons. Circuit 
Judge William R. Dusher last month 
nullified the commission’s order of Oc- 
tober 7, 1949, which granted $22,785,015 
annually in higher rates to Illinois Bell. 
Both the utility and the subscribers ap- 
pealed the order. The company con- 
tended the amount of increase was too 
low. The patrons maintained it was too 
high. 

Illinois Bell issued a statement saying 
it could “not comment on Judge Dusher’s 
decision until we have studied it and 
discussed its import with the commis- 
sion.” A commission spokesman said it 
would not comment until its legal staff 
studied the ruling. 

“If the decision supports the com- 
pany’s need for adequate earnings, as 
preliminary reports indicate, it will prove 
to be in the interest of the public as well 
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as the company,” a Bell statement set 
forth. 

When Bell first asked for higher rates, 
it placed the value of its property at 
$510,377,881. In formulating the amount 
of the rate increase it granted last Oc- 
tober, the commission fixed the “fair 
value” at not more than $365,676,465. 
Judge Dusher, in his “memorandum 
of decision,” declared the commission 
should not have ignored the company’s 
estimate. By so ignoring, he said, the 
commission violated a rule set down in 
previous utility cases before the U. S. 
Supreme Court. 

This rule, he added, is that “one of the 
elements to be considered to establish 
a fair valuation must be the cost to re- 
place an item at present costs.” 

The commission, in its order, said esti- 
mates of reproduction costs now are “en- 
titled to no weight in this case.” 


¥ 


Court Again Stays Award 


gp New Jersey Supreme Court re- 
cently ordered the stay of an arbitra- 
tion award to 11,000 operators of the 
New Jersey Bell Telephone Company 
pending its decision on the company’s 
appeal from the pay increase. 

Chief Justice Vanderbilt directed that 
the case be ready for argument at the 
opening session of the supreme court’s 
new term September 11th. He ordered 
the company to deposit $1,000,000 se- 
curity with the court, the sum to be held 
for benefit of the operators in the event 
the court rules against the company. 

At issue was the award by an arbitra- 
tion board appointed by Governor Dris- 
coll under the state’s utility antistrike 
law. The board awarded most of the op- 
erators a $2.50 per week pay increase, a 
limited union shop, and other benefits. 
The company appealed to the appellate 
division of the superior court, contest- 
ing the order as well as the law under 
which it was granted. That court upheld 
the award on August 8th. 

Subsequently, the company asked the 
appellate division to stay its mandate 
pending an appeal to the supreme court. 
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When that application was denied, the 
company asked the supreme court for a 
stay. Granting that motion on August 
21st, the supreme court ordered the com- 
pany to file and serve its brief on the 
appeal by August 29th. New Jersey 
Traffic Division 55 of the CIO’s Com- 
munications Workers of America, repre- 
senting the operators, was directed to file 
its answering briefs by September 5th 
and the company to serve its reply brief, 
if any, by September 8th. 


* 


Seeks Rate Increase to Expand 
A the first step in a $38,000,000 con- 


struction program planned in Ar- 
kansas by the Southwestern Bell Tele- 
phone Company, the state public service 
commission has been asked to approve a 
new schedule that would increase rates 
by about $4,500,000 a year. 

Specific rates schedules were being 
worked out by the company. Warren E. 
Bray, general manager, said despite the 
general rate increase of two years ago— 
its first in twenty-five years—the com- 
pany was earning only 1.8 per cent on 
its investment. Taxes will reduce the in- 
creased gross income from the proposed 
new rates from $385,000 a month to 
$228,000 a month. At present, he said, 
the company is earning less than two 
cents on every dollar invested in the busi- 
ness in Arkansas. 

Mr. Bray said although the company 
has spent $35,000,000 to improve and 
expand service in Arkansas in the past 
five years, there still are more than 8,000 
unfilled orders for service and 15,000 re- 
quests from 4-party line subscribers for 
individual or 2-party service. He added 
new orders are coming in at the rate of 
3,600 monthly. The company now has 
more than 200,000 telephones in service 
compared with 110,000 at the end of the 
war in 1945. 


* 


Longest Relay Link Ready 


te world’s longest microwave radio 
relay link, an 838-mile chain of 
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towers between New York and Chicago, 
was scheduled to go into regular service 
on September Ist. 

Built at a cost of $12,000,000 by the 
American Telephone and_ Telegraph 
Company, the communications super. 
highway will be capable of handling hun- 
dreds of telephone conversations and 
several television programs. It will sup- 
plement existing coaxial cable routes be- 
tween the East and Midwest and even- 
tually will serve as part of the backbone 
television route across the continent. 

Its 34 towers, spaced about 25 miles 
apart, relay television programs or tele- 
phone conversations from horizon to 
horizon along the 838-mile route quicker 
than the blink of an eye. 


* 


Agreement Spur to Color TV 


AC agreement, expected to 

result in color television for indus- 
trial, business, hospital, governmental, 
and military use, was concluded recently 
by Remington Rand, Inc., and the Co- 
lumbia Broadcasting System. Reming- 
ton Rand is one of the largest manu- 
facturers of office machines and business 
and industrial equipment. It also has 
been manufacturing and distributing 
black-and-white television equipment for 
industrial use under the name of “Veri- 
con.” 

CBS will provide the designs and do 
the testing, while Remington Rand will 
manufacture, sell, and install the color 
television equipment. Existing organize- 
tions of both companies will be used for 
the project. 

At this time, the arrangement does not 
cover the use of the new television equip- 
ment for color broadcasting to the public 
because the Federal Communications 
Commission has not yet rendered a de- 
cision in the color television case. Thus, 
the equipment will be used only over 
closed circuits (intercity relay facilities 
of the telephone company), although it 
makes use of the CBS color television 
system developed by the network and 
recommended to the FCC for public 
broadcast use. 
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Financial News 
and Comment 


By OWEN ELY 


EEI-AGA Committee Indicates 
Views on Revised Basis for EPT 


EFERENCE already has been made in 
this department to the work of the 
EEI-AGA subcommittee which is pre- 
paring a tax memorandum for presenta- 
tion to Congress. The study is still incom- 
plete, and copies are not now available to 
the press. However, two members of the 
committee made addresses before the 
luncheon forum of the New York Society 
of Security Analysts on August 16th— 
Charles Wigand of Commonwealth Serv- 
ices, and Bernard S. Rodey, Jr., of Con- 
solidated Edison Company. These talks 
may be summarized as follows: 

Mr. Rodey felt that the increase in the 
Federal income tax rate from 38 to 45 
per cent should probably be recoverable 
through rate adjustments, “subject to 
expected regulatory inertia, inasmuch as 
growth and decreased unit costs may off- 
set part of the increased tax cost. How- 
ever, the impact of an excess profits tax 
along the pattern of the last one is quite 
another matter. . .. The excess profits tax 
is not what its name denotes. . . . the 
word profits has no place in the name. 
The adjective really modifies the noun 
‘tax’ and not the noun ‘profits.’ . . . The 
excess profits tax is merely one compo- 
nent of a 3-part tax rate.” 

He pointed out three difficulties con- 
fronting the analyst in trying to deter- 
mine the future impact of excess profits 
tax on the earnings of any particular util- 
ity company: (1) lack of knowledge as 
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to what the exact tax formula will be; 
(2) differences between published net 
income, and the taxable net income as 
reported to the Treasury Department 
(not usually available) ; and (3) the diffi- 
culty of forecasting taxable earnings in 
1951. Mr. Rodey explained in a detailed 
mimeographed statement the difficulties 
in using public reports as the basis for 
computing statutory invested capital as 
well as profits. 


0 illustrate the impact of EPT as 
well as the varying estimates based 

on public data versus complete data, he 
presented the table shown on page 372. 
The most favorable results in the table 
based on complete data showed a loss of 
44 per cent of 1949 share earnings for 
company A, 43 per cent for B, 1 per cent 
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for C, 40 per cent for D, and 18 per cent 
for E. 

Mr. Rodey outlined the evolution of 
the old wartime law, remarking—‘We 
haven’t yet forgotten the demoralizing 
effect of the 15-cent dollar days. .. . Un- 
der the guise of increasing the yield, 
modifications of relatively small tax reve- 
nue effect were introduced which proved 
to be merely penalties on sheer corporate 
size. Certainly every effort should be 
made to obtain a more equitable setup for 
all corporate industry as well as for the 
utilities, which otherwise might be seri- 
ously hampered in meeting their heavy 
future financing to care for the present 
rate of expansion as well as the prospec- 
tive increases for any new defense effort.” 

He pointed out that there can be no 
real excessive profits until provisions 
have been made for the normal income 
tax, and that the higher the latter tax is, 
the more important this priority becomes. 
This should be the first step toward mak- 
ing an EPT “more equitable and less 
capricious.” 


7 old EPT formula applied to ag- 
gregate corporate income for 1950 
might, he estimated, produce over $10 
billion—more than would be necessary 
from this source. But his suggested new 
method of figuring EPT would permit 
raising at least $5 billion of revenue. This 
result was derived as follows: taxable 
corporate income for 1950 may be esti- 


e 


mated at $43 billion, and after applying 
the 45 per cent income tax there would 
be a balance of $24 billion. The “average 
earnings” base of $17 billion (average 
1947-49 earnings of $34 billion, less a 45 
per cent income tax, times 90 per cent) 
would then be deducted, leaving $7 bil- 
lion; and a tax of 75 per cent of this 
amount would raise $5 billion. 

Mr. Rodey stated that the electric utili- 
ties will need to raise $6.75 billion for 
new construction through 1953, of which 
$3.5 billion will have to be raised by sale 
of securities. Since the debt ratio has in- 
creased from 46.5 per cent in 1945 to 
practically 50 per cent at the present time, 
he thought it might be necessary to raise 
half the new money through equity fi- 
nancing (presumably to restore the old 
debt ratio). This the utilities would be 
unable to do if earning power were sub- 
stantially impaired by EPT. Moreover, 
high EPT taxes would again (as in the 
last war) provide a temptation for local 
politicians to demand substantial refunds 
to customers (as occurred in Michigan), 
on the ground that the utility would only 
have to stand one-seventh of the refund. 


R. WIGAND in his address stated that 
there are certain fundamental prin- 

ciples on which members of the joint sub- 
committee are in agreement, as follows: 
(1) That any excess profits tax law 
applied to regulated utilities should be 
applied on a formula which corresponds 


Earnings After Impact of Excess Profits Tax* 


Actual Average Earnings Basis Invested Capital Basis 

Earnings Complete Published Complete Published 
Company** 1949 Data Data Data Data 
< aes $1.80 $ .94 $1.03 $1.01 $1.11 
a ‘eenhewe te 1.73 91 1.05 98 1.13 
> > eee 3.03 3.01 2.47 2.67 1.82 
<< Eherrrrree 4.57 2.73 2.71 2.64 2.66 
ME dhaabuwiks 2.22 1.52 1.40 1.82 1.69 


* The excess profits tax formula used assumes a flat 6 per cent rate of credit on the statutory 
invested capital base for the year 1949 and assumes an average earnings credit at 75 per cent 
of the average excess profits tax income for the years 1946 to 1949, inclusive. An excess profits 
tax rate of 85 per cent was applied before the computation of normal and surtax at 45 per cent. 

** While Mr. Rodey did not identify the companies designated by letters, the 1949 earnings 
figures would approximate those of the following companies in the order named: Philadelphia 
Electric, Detroit Edison, Cleveland Electric Illuminating, Consolidated Gas of Baltimore, and 


Consolidated Edison. 
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to the public utility commission’s base 
for computing rate of return. Under such 
a formula, if utilities earned an excessive 
return because of increased earnings and 
economies which might result from a bet- 
ter load factor under war production 
conditions, any such excess would be sub- 
jected to Federal excess profits taxation. 

(2) Under any method of determining 
excess profits net income, deductions 

should be allowed for normal tax and 
surtax in ascertaining the income which 
will be subjected to excess profits tax. 
This treatment was accorded under the 
second revenue act of 1940 but discon- 
tinued thereafter. 

(3) Under the invested capital method 
of determining excess profits net in- 
come, borrowed capital should be included 
at 100 per cent instead of the 50 per cent 
provided in the prior law. 

(4) Under either the invested capital 
method or the average earnings method 
of determining excess profits net income, 
there should be allowed an increased 
credit of substantially 8 per cent on all 
capital additions, whether equity, bor- 
rowed, or earnings and profits made dur- 
ing the excess profits tax year and sub- 
sequent years. 

(5) Due to the time lag in placing sub- 
stantial amounts of construction into 
service, an additional credit should be 
given for capital additions created within 
two years prior to the effective date of 
an excess profits tax law. 

(6) Under the invested capital method 
of determining excess profits net income, 
interest on 100 per cent of borrowed capi- 

tal, which is included in invested capital, 
should be added back to obtain excess 
profits net income. 

(7) Adequate relief provisions should 
be incorporated in any law to take care 
of hardship cases. 


NARUC 1944 Report Stressed 
EPT Inequalities 


SPECIAL study was prepared on EPT 
by a committee of the National As- 
sociation of Railroad and Utilities Com- 
missioners in 1944, in which somewhat 
similar recommendations to those recited 
above were made for changes in the 
method of levying an EPT. NARUC re- 
cently appointed a new committee to 
study the effects of proposed new EPT 
legislation. State commissions realize 
that effective state regulation of rates is 
impracticable while heavy EPT taxes are 
in effect. 

This unprejudiced opinion of the state 
regulatory bodies is likely to impress 
the congressional committeemen. 

The NARUC report of 1944 empha- 
sized that: (1) Under the 1942 Revenue 
Act EPT liabilities were discriminatory 
in effect on utilities rendering identical 
services, and also between classes of utili- 
ties. (2) Constructive and effective state 
regulation cannot be continued with EPT 
in effect. (3) The name excess profits tax 
has been misconstrued by the public— 
it was meant to be an excess tax (separate 
from normal and surtax) on profits, 
rather than a tax on “excess profits.” 
(4) The complex rules for calculating 
EPT result in “a combination of figures 
that include items which are not re- 
garded as revenues or as expenses in a 
rate proceeding.” (5) The net result is 
“we have some public utilities paying an 
excess profits tax when they are not 
earning a fair return on the money in- 
vested in their properties.” 


Laermer capital, the report stated, as 
used in the statute, is not synonymous 
with investment in the properties or with 
the fair value of properties for rate-mak- 


Income Tax EPT Total 
co eer eee $20.6 $17.1 $37.7 
Taxes Which Would Have Been Paid, without 

Savings Obtained by Nonrecurring Charges 
Oe ea ere eee 22.9 11.0 33.9 
Amount of Cash Savings ............ D23 $ 6.1 $ 38 
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ing purposes. The amount of the EPT 
payment or liability may be determined 
by the level of income during the base 
period, or by a credit of 8, 6, and 5 per 
cent on invested capital as defined. It is 
also affected by the proportion of debt in 
the security structure of the utility, or by 
other factors which do not enter into a 
determination of a fair return. As a re- 
sult any particular utility may be required 
to pay an EPT while in fact it is earning 
less than an adequate return on its rate 
base. 

The railroad commission of California 
(subsequently reconstituted under the 
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title of “public utilities commission of 
California”) made a study of a number 
of utilities in that state and arrived at the 
figures (millions of dollars) shown in 
the table on page 374. 

Staff members of the commission made 
a study of the rate of return which the 
utilities earned before paying an excess 
profits tax, and discovered that one very 
large utility could earn only 4.67 per cent 
before being compelled to pay an EPT 
while another large utility could earn 
6.12 per cent. For all the twelve utilities, 
the rates varied from 4.67 per cent to 
7.03 per cent. 


ESTIMATED EFFECTS OF INCREASED TAXES ON UTILITY EARNINGS* 
1949 Est. 1950 Est. 1950, Present 

Share Share Earn., 45% Tax & Dividend 
Earn, 38% Tax. 80% EPT Rate 
ee $2.90 $3.15 $2.62 $2.80 
Cent. & South West ............ 1.40 1.55 1.14 .90 
Gacinant GG. @ B. sccccccccesess 2.78 (a) 3.00 2.24 1.80 
Commonwealth Edison ......... 2.13 2.25 1.80 1.60 
Consolidated Edison ........... 2.22(b) 2.60 (b) 2.23(b) 1.60 
Consumers Power ...........++ 54 3.40 2.40 2.00 
NS) Serre ee 2.44(a) 2.90 2.03 2.00 
RR BD ksh ence sececces 1.74(b) 2.25(b) 1.65(b) 1.20 
Florida Power Corp, ........... 1.57 1.80 1.41 1.20 
Florida Power & Light ........ 2.52(c) 2.75 1.97 1.20 
ere 1.73(a) 2.00 1.42 1.20 
Indianapolis P. & L. ..<.....00- 2.89 3.30 2.51 1.60 
Iowa-Illinois G. & E. ........... 2.79 2.80 2.27 1.80 
Iowa Power & Light ........... 1.69 1.90 1.63 1.40 
AS ea 1.93 2.40 1.85 1.60 
Kentucky Utilities ............. 1.48 1.75 1.16 80 
Reena FE noskscccesesccs 2.49 3.10 2.25 1.40 
New England Elec. ............ 1.30 1.50 1.13 80 
New York State E.& G. ....... 1,92 2.25 1.62 1.70 
Niagara Mohawk .........+.++- 1.94 2.25 1.70 1.40 
Northern States Power ........ 1.04 1.10 80 70 
GR MN: Sc kasi acecdsaccves 2.95 3.30 2.63 2.00 
i) 8 | Serer re 1.70(a) 2.40 1.41 2.00 
Penn. Power & Light ........... 2.13 3.00 1.83 1.60 
i, PES 1.81 2.20 1.58 1.50 
Pub. Service of Colo. .........- 2.22 2.35 1.62 1.40 
Pub. Service of Ind. ........00: 2.48 2.60 1.97 1.80 
Pub. Service E. & G. .......... 1.93(d) 2.00(d) 1.55(d) 1.60 
Southern Calif. Edison ......... 3.11 3.50 2.75 2.00 
JU" 3 eee 2.31 2.75 2.16 1.80 
. Ja 3. aor 1.47(e) 1.70 1.13 1.20 
WE PSE bos cneccccicss 3.31 3.45 2.58 1.80 
Wisc. Elec. Powe? ....cccccsecs 1.42(a) 1.90 1.40 1.20 
Wine Fa My. xsinciw canes eevee 1.25(a) 1.70 1.05 1.12 





*Selected figures from a table prepared by Josephthal & Co. (a)Adjusted for stock sold 
in 1950. (b) Before allowing for conversion of debentures. (c) Adjusted to eliminate non- 
recurring charges. (d) Excluding dividends received from Public Service Codrdinated Trans- 
port. (e) Adjusted for conversion of debentures. 
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Tax Escalator Clauses in Electric 
Rate Schedules 


Ov the last year or so many electric 
utility companies have been arrang- 
ing fuel clauses in their rate schedules, 
and in general the regulatory commis- 
sions have been agreeable to the change. 
These clauses now afford some protec- 
tion against current inflationary trends. 
A few companies have experimented with 
broader escalator clauses, and some have 
tried to tie their rates to the wholesale 
price index of the U. S. Bureau of Labor 
Statistics, but this idea has not proved 
very practicable as yet due to the com- 
plexity of actual administration. 

A number of utilities have also tried 
to protect themselves against higher 
taxes, but in most cases these clauses 
refer only to taxes on revenues, kilowatt- 
hour sales, meters, etc., and therefore 
cannot be used for protection against 
higher income taxes. The following com- 
panies’ tax clauses would appear broad 
enough in their language to cover the ex- 
cess profits tax as a “new tax,” though 
they probably would not cover an in- 
crease in the income tax rate in all cases: 


Tucson Gas, Electric Light & Power 
Frontier Power 

Montana Power 

Public Service of New Mexico 
Narragansett Electric (indus. power) 
Green Mountain Power 

Columbus & Southern Ohio Electric 


ECENTLY Cincinnati Gas & Electric, 
through negotiation with the city 

of Cincinnati and the Ohio state commis- 
sion, has obtained in its gas rates what 
is perhaps the broadest escalator clause 
employed by any big utility company. 
This escalator clause provides for quar- 
terly adjustments in rates to offset 
changes in general costs, including the 
wholesale cost of gas, wages, and taxes 
—also providing for changes in income 
tax rates and the method of their appli- 
cation. The escalator clause for gas rates 
has been approved by both the city of 
Cincinnati and the state commission, and 
became effective June 29, 1950. A similar 
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clause for electric rates is also under con- 
sideration. 

This is a unique and notable attempt 
to stabilize utility earnings, through the 
use of a formula, by small but frequent 
readjustments in rates. Other formulas 
for adjusting rates to economic trends, 
such as the Washington plan and the 
elaborate formula formerly used by New 
Jersey Power & Light (which was geared 
somewhat to security yields as a measure 
of fair rate of return) have proved gen- 
erally unsatisfactory. The Cincinnati plan, 
if it works successfully, should be a fine 
contribution-to the effective regulation of 
utility rates, and might in time be widely 
adopted by other companies in states with 
regulatory standards similar to Ohio’s. 


> 


Divergent Trends in Money 
Rates and Bond Yields 


HE old “feud” between the Treasury 

Department and the Federal Re- 
serve Board seems to have broken out 
again, with Board Chairman Thomas 
McCabe apparently having a little better 
of the argument with Treasury Secretary 
John Snyder. 

The Federal Reserve wants to use 
money rates as a club to fight inflation— 
although it has always seemed very 
doubtful to this commentator whether 
tightening of money rates has much ef- 
fect in curbing runaway inflation. Cer- 
tainly Congress and the administration 
could find much more effective ways of 
doing the job, if they weren’t stymied by 
political motives. At any rate central bank 
control of money rates is the traditional 
bank remedy for inflation, and it seems 
unlikely that bankers will ever abandon 
the theory, however unsuccessful it may 
have proved in the past in checking ex- 
tremes of the business cycle. 

Secretary Snyder’s object, of course, 
is to hold interest costs on public debt at 
a minimum—the traditional motive of 
Treasury heads. The moves between the 
Reserve and the Treasury resemble a deli- 
cate game of chess. On August 18th the 
Treasury offered 13-month notes at 1.25 
per cent, although that percentage was 
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the going rate for a 12-month maturity. 
The Federal Reserve promptly increased 
the interest rate on loans to commercial 
banks from 14 per cent to 1} per cent 
and also permitted the prices of short- 
term issues to drop and the yields to in- 
crease. The National City Bank raised call 
money rates from 14 per cent to 1} per 
cent. And the Treasury recently had to 
pay up to 1.285 per cent for $1.1 billion 
of 91-day bills compared with 1.174 per 
cent two weeks earlier. 


rates has not had much effect over 
other segments of the bond market. Mu- 
nicipals have been strong, due to the ex- 
citement over increasing Federal taxes. 
The Dow-Jones bond average has ad- 
vanced nearly three points from the low 
of early July, but this is probably due to 
the special strength in rail issues. The 
yields on high-grade utility bonds have 
declined (see chart, page 373) while 
yields on Baa issues have increased. 


—— battle over short-term money 
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FINANCIAL DATA ON DIVIDEND-PAYING ELECTRIC UTILITY STOCKS 


8/22/50 Indicated 
7 Dividend Approx. 


rice 


About Rate 


Revenues $50,000,000 or over 
American Gas & Elec. ..... 45 
Boston Edison 

Central & South West 
Cincinnati G. & E. 
Cleveland Elec. Illum. ..... 
Commonwealth Edison . 
Consol. Edison of N. Y. ... 
Consol. Gas of Balt. ...... 
Consumers Power 

Detroit Edison 

Duke Power 

General Pub. Util. ......... 
Middle South Util. ........ 
New Eng. Elec. System ... 
Niagara Mohawk Power .. 
North American 

Northern States Power .... 
Ohio Edison 

Pacific G. & E. 

Penn Power & Light 
Philadelphia Elec, ......... 
 § 38 aaa 
So. Calif. Edison 

ES ER Or 
Texas Utilities 

Virginia Elec. Power 

West Penn Elec. ......... 
Wisconsin Elec, Power . 
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Averages 
Revenues $25-$50,000,000 
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>) 4 
Connecticut L. & P. ....... 
S| & 3 ae 
Ue) eee 
Goer Deiies GIG. cc cccccces 
Houston L. & P. 
Indianapolis P. & L. ...... 
Illinois Power 
Kansas City P.@ L. ....... 
Long Island Lighting 
Louisville G. & E. ........ 
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teld Period Period crease Ratio Stock 
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% of Rev, 

8/22/50 Indicated Share Earnings*—— Price- y hd yo 
Price Dividend Approx. Cur. Prev. % In- Earn. Common 
About Rate ield Period Period crease Ratio 


New England G. & E. .93 1.45ju 1.22 97 
New Orleans Pub. Ser. ... 3.03je 3.09 12.5 
mM. 2. sete EB, OG, ..... 2.25ju 
Northern Ind. P.S. ....... 2.12ju 
Potomac Elec. Power 

Pub. Serv. of Colo. ........ 
i ek OO ee 
Puget Sound P. & L, 
Rochester G. & E. 

Toledo Edison 
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Averages 


Revenues $10-$25,000,000 
Atlantic City Elec. ........ 
California Elec. Pr. ....... 
Calif. Oregon Power 
Central Ariz. L.& P. ...... 
Central Hudson G. & E. .. 
Central Il], E.& G........ 
Central Ill. Light 

Central Maine Power 
Columbus & S. Ohio El. ... 
Connecticut Power 
BPOOE ©. GE be ccccscse 
Florida Power Corp. ..... 
Hartford Elec. Light 
Idaho Power 

Interstate Power 

Iowa Electric L.& P. ..... 
a, + ree 
Iowa-Illinois G. & E. ..... 
Iowa Power & Light 
Kansas Gas & Elec. ...... 
Kansas Power & Light .... 
Kentucky Utilities 
Minnesota P. & L. ........ 
Montana Power 

Mountain States Pr. ...... 
Oklahoma G. & E. 

Otter Tail Power 

Portland Gen. Elec. ....... 


San Diego G.& E. ... ; 
a 
So. Carolina E. & G. ..... 
Southwestern Pub. Ser. ... 
Tampa Electric 

ROE I. kdéccnsceccs 
Utah Power & Light 
Western Mass. Cos. 
Wisconsin P. & L. ........ 
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Averages 


Revenues $5-$10,000,000 

O Arkansas Missouri Power . 
Central Vermont P. S. .... 
Community Pub. Ser. .... 
EI Paso Electric 
Empire Dist. Elec. ........ 
Gulf Public Service 
Iowa Southern Util. ...... 
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% of Rev. 

8/22/50 Indicated Share Earnings*—— Price- Avail. for 

(Continued) Price Dividend Approx. Cur. Prev. % In- Earn. Common 
About Rate teld Period Period crease Ratio 
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Lawrence G. & E. ......... 2.85 
Lynn G. & E 

Madison Gas 

Northwestern P.S. ........ 
Penn Water & Power 

Pub. Ser. of New Mexico .. 
Rockmane L. & P. ....cccee 
St. Joseph Light & Power . 
Southern Ind. G. & E. ... 
Tide Water Power 

Tucson Gas, E. L. & P. ... 
Western Lt. & Tel. ........ 
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Averages 

evenues under $5,000,000 
Arizona Edison 
Bangor Hydro Elec. ...... 
Beverley G. & E. ......... 
ds a fee 
Calif. Pacific Util. ........ 
Central Louisiana Elec. ... 
Central Ohio L .& P....... 
Citizens Utilities 
Colorado Central Power ... 
Concord Electric 
SR SEE EE hab siccenes 
Eastern Kansas Utils. ..... 
Fall River Elec. Lt. ...... 
Fitchburg G. & E. ........ 
Frontier Power 
Haverhill Elec. .......... 
Lake Superior Dist. Pr. .... 
Lowell Elec. Lt. 
Maine Public Service 
Michigan Gas & Elec. ..... 
Missouri Edison 
Missouri Public Ser. ...... 
Missouri Utilities 
Newport Electric 
Sierra Pac. Power 
Southern Colo. Pr. ........ 
Southwestern El. Sr. ...... 
Upper Peninsula Power . 
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Averages 

Averages, five groups ... 
Canadian Companies** 
C Brazilian Trac. L.& P... . 
C Gatineau Power 
C Quebec Power 
C Shawinigan Power 
C Winnipeg Electric 


SS 
Pan 


$3.69 
1.26 
1.21 
1.58 
1.81 


BRUNO AN 


d—December. j—January. m—March, a—April. My—May. je—June. ju—July. B—Boston 
Exchange. C—Curb exchange. O—Over-counter or out-of-town exchange. S—New York 
Stock Exchange. E—Estimated. WD—When delivered. *All twelve months’ earnings com- 
parisons have been adjusted to reflect in both periods the present number of shares outstand- 
ing. If additional common shares are offered all earnings are adjusted to give effect to the 
offering. # On average shares. **While these stocks are listed on the Curb, Canadian prices 
are used. (Curb prices are affected by exchange rates, etc.) tDoes not fully reflect $4,000,000 
gas rate increase effective November 28, 1949, or electric rate increase of $8,800,000 granted 
in 1950. Earnings on average shares outstanding, $2.73; price-earnings ratio on this basis 11.7. 
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What Others Think 


Nondefense Spending 


HILE a war-conscious Congress ap- 

pears ready to give the military 
a blank check, “economy” still remains 
the watchword of a few earnest legisla- 
tive leaders in matters of nondefense 
spending. They apparently feel that any 
savings realized in these expenditures 
will make the war burden just that much 
easier. William Knighton, Jr., of the 
Washington bureau of the Baltimore 
Sun, has recently made an interesting 
analysis of this situation in a series of 
articles on some of the many projects 
which might well be curtailed. 

In an article on the Columbia basin 
project of the Bureau of Reclamation 
of the Interior Department, Knighton 
points out that continued construction 
this year on the project will compete with 
the rearmament program in money, man 
power, and critical materials. He goes on 
to say: 

This giant plan, ultimately to cost 
more than $773,000,000 is just one of 
the projects in the huge over-all de- 
velopment program of the Columbia 
river in Washington, Oregon, Mon- 
tana, and Idaho. 

The bureau will have approximately 
$50,000,000 this year to spend on this 
joint project for power development 
and irrigation in the basin area. The 
bureau asked slightly more than that, 
the estimates having been made up be- 
fore the start of the conflict in Korea. 


Mr. Knighton reports that the econ- 
omy plans for this project contemplate 
the necessity for the completion of the 
power phases of the program, because of 
power needs in the area. But this would 
entail a rather drastic curtailment of the 
irrigation features of the Columbia basin. 
It is estimated that a 40 per cent cut in 
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the irrigation program will save approxi- 
mately $12,000,000 this year. 


_—__ to Knighton, one power 
project which may feel the econ- 
omy ax is the Garrison dam and reser- 
voir in North Dakota. Economy-minded 
members of Congress foresee the con- 
tinuation of construction on this huge 
project as seriously competing with the 
expanding mobilization program and the 
war effort. 

They therefore favor a cutback in con- 
struction work on this project to save 
more than $12,000,000 in cash, man 
power, and materials which are critically 
needed for defense. 

This dam and reservoir, listed as a 
flood-control project—although it is one 
of the multipurpose developments which 
include irrigation, power, etc.—will cost, 
when completed, $202,000,000. When 
a proposed the figure was $150,000,- 


The project is one of the larger single 
units of the over-all plan for the develop- 
ment of the Missouri river basin, on 
which hundreds of millions already have 
been spent. Of this particular project, a 
Hoover Commission task force had this 
to say: 


One of the unanswered ques- 
tions concerning development plans is 
whether there will be sufficient de- 
pendable water for purposes of navi- 
gation, flood storage, irrigation, water 
supply, and power development. 

It is nothing short of a calamity that 
there should be grave uncertainties on 
this score at this late date. 


Although $80,000,000 has been allotted 
previously to this specific project, not 
all of the land has yet been purchased 
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by the government. Construction of the 
fill has been under way, but it has not 
nearly reached the point where a closure 
is possible. Several more years and an- 
other $100,000 will be required for 
the project, even if present schedules are 
adhered to. 

Even before the Korean outbreak, 
the House Appropriations Committee 
trimmed an annual Budget Bureau re- 
quest for the project from $35,000,000 
to $27,000,000. The Senate, in traditional 
fashion, restored part of the cut by 
granting $33,000,000 to the project. In 
view of the need for the steel and cement 
in the war effort, the economy-minded 
legislators are now urging that 25 per 
cent of the original House figure be cut, 
which would mean a savings of $12,750,- 
000 under the Senate figure. 


ic another article on the $234,000,000 
Oahe dam project in South Dakota, 
Knighton states that for two years the 
Federal government has been spending 
money on this costly project, although 
Congress was told that it had not been 
completely designed. The engineering 
plans and specifications had not been 
finished. 

Approximately $6,000,000 has been 
spent on this project to date, with vir- 
tually no construction under way. Con- 
tracts for beginning the building of the 
small city required to house the workers 
have been let, along with some excava- 
tion work. 

Some Congressmen point to this proj- 
ect as one that will compete for money, 
man power, and critical materials with 
the ever-expanding mobilization pro- 
gram. Since it represents virtually a 
“new start,” they maintain that it is one 
that the Engineering Corps of the Army 
could very well call off this year. 

The Engineers asked for $6,000,000 
which will do little more than get the 
preliminaries under way. The House 
halved this request and the Senate again 
restored part of the cut by allowing $5,- 
000,000 for the project. Critics of the 
appropriation point out that while the 
1951 spending program for this project 
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is comparatively small, if persisted in it 
will involve vastly increased expendi- 
tures in the years ahead. 

The project is chiefly a flood control 
one, although it will produce some elec- 
tric power. It is the second largest unit 
in the vast Missouri river basin plan. 


peers points to other nonpower 
projects as ones where cutbacks 
might be made. A unique plan is that of a 
sea channel 60 miles up the Sacramento 
river which would make the California 
capital an ocean port. If this project is 
carried out at this time $18,285,000 of 
taxpayers’ money will be required, as well 
as 5,500,000 man-hours of work and tons 
of critical material. 

Four years ago, when the estimated 
costs were two-thirds of what they are 
today, the Bureau of the Budget ques- 
tioned the advisability of and justifica- 
tion for starting the project at that time. 
Since then, however, it has recommended 
some money for development. Before the 
present appropriations, only $2,010,000 
had been allotted to it to date, chiefly for 
preliminary and related work. This year 
the House cut a $2,500,000 request back 
to $1,500,000 and the Senate upped the 
figure to $2,250,000. Now some members 


of Congress have classified this project 


as one which should be discontinued dur- 
ing the war effort. 

The Sacramento river now has a chan- 
nel only 10 feet deep from San Francisco 
bay to the state capital. Plans for the de- 
velopment call for a channel 30 feet deep 
to permit ocean-going vessels to come 
right up to the city instead of unloading 
cargoes in the San Francisco bay area. 

It would require considerable dredging 
of the lower reaches of the river, but the 
primary portion of the channel would 
constitute a land-cut canal of approxi- 
mately 25 miles from the deepened river 
itself to a harbor to be constructed in 
Lake Washington one mile west of Sacra- ° 
mento. 

The channel-canal which would save 
15 miles would be the most expensive 
portion of the project. It would be 30 
feet deep and from 200 to 300 feet wide. 
The appropriations for this year would 
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only permit some down-river dredging 
and the construction of some work re- 
lated to the development near the pro- 
posed harbor. 

The harbor to be built at Lake Wash- 
ington will consist of a turn-around area, 
1,000 feet square. It will also be dredged 
to a depth of 30 feet. The fact that no 
work has been done on the main portion 
of the development is one of the reasons 
why the economy-minded claim the funds 
allotted for the current fiscal year should 
be deleted. 


N a subsequent article, Knighton cited 
the case of a pleasure boat harbor on 
Long Island as being one of the “ex- 
pendable” Army Engineers’ projects 
under a wartime economy. It seems that 
for some time the people of Nassau 
county, New York, have been trying to 
convince the Federal government that 
half of the $2,400,000 cost of improving 
Jones’ inlet, on the south shore of Long 
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Island, should be borne by the Federal 
Treasury. 

The improvement, that of building a 
jetty on the east side of the inlet and 
dredging and maintaining a 12-foot chan- 
nel in the inlet, would be of great benefit 
to the lovers of water sports, including 
sport fishing. Commercial fishermen also 
use the inlet from the ocean. 

In 1941 the project was rejected by 
the district Army Engineer on the 
grounds that the “value of this project 
to commercial navigation is negligible.” 
But his Washington bosses in the Engi- 
neers Corps overruled him. 

It was this year that the Army Engi- 
neers came under fire of the House Ap- 
propriations Committee for requesting 
funds “for the initiation and simultaneous 
construction of too many projects,” re- 
sulting in the waste of taxpayers’ money. 

The Bureau of the Budget several 
times has refused to agree to the Engi- 
neers’ request for funds for the develop- 
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ment. It refused again this year. Al- 
though the project was authorized in 
1946, the House Appropriations Com- 
mittee refused to grant any funds for it 
this year, despite numerous pleas by New 
York Senators and Congressmen. When 
the matter came before the Senate com- 
mittee, however, these pleas were heeded 


and the more liberal Senate committee 
allowed $500,000 to start the project. 
The amount of money involved is 
comparatively small, but this is one of 
the types of projects which many mem- 
bers of Congress think should be elimi- 
nated during the emergency. 
—D. T. B. 





Wise Regulation 


and orders disposing of a total of 1,637 
proceedings. 


HE Stanford University Business 

Conference held recently provided a 
ready forum for California business and 
utility men. M. R. Sullivan, president, 
Pacific Telephone & Telegraph Com- 
pany, informed the gathering of Califor- 
nia economic progress and outlined some 
of the almost fantastic improvements that 
can be expected in the field of communi- 
cations during the coming years. 

The utility president devoted a good 
portion of his remarks to the importance 
of wise regulation of utilities in any well- 
balanced economy. He noted that the ob- 
jective of regulation has been to provide 
a reasonable substitute for competition. 
He added that long ago it was discovered 
that the creators and proprietors of roads, 
bridges, canals, stage lines, etc., brought 
great benefit to the community. But be- 
cause of the “public interest” character 
of their business they were charged with 
certain obligations to the public and made 
subject to certain rules designed to guard 
against certain abuses. 


He then emphasized the magnitude of 
the regulatory field and stated: 


Regulation as a whole calls for a 
high degree of statesmanship on the 
part of those charged with the ultimate 
responsibility — the commissioners 
themselves. The task is a big one. It 
is a form of big business. Over 1,300 
utilities having annual gross revenues 
of more than three and a half-billion 
dollars are being regulated continu- 
ously by the California commission. 
An indication of the large volume of 
work done by the commission is evi- 
dent by the fact that during the 1949 
fiscal year it issued formal decisions 
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ep telephone man then went on to 
outline the difficulties inherent in 
the establishment of a fair and equitable 
rate of return. He discussed this phase 
of regulatory work as probably the most 
far-reaching and important question to 
be resolved by the commissioners. He 
observed that largely because of the his- 
torical conception of regulation as a sub- 
stitute for competition the first test of a 
reasonable return, under leading court 
decisions, has required comparison with 
the earnings of others operating under 
comparable circumstances. 

He then pointed out a second and more 
recent test which the courts have in- 
voked ; namely, that of maintaining the 
credit of a utility. He added that this test 
speaks essentially in terms of cost of 
money—the cost of attracting the in- 
dividual investors to the enterprise. The 
telephone official then urged the need in 
commission work of broad-gauged, ex- 
perienced citizen for long-range plan- 
ning. Of this he said: 


Wise regulation has no place for 
“cut-rate” abilities. The work is too 
important. The consequences on the 
utilities and the general economic wel- 
fare of the state are too great. But wise 
regulation is not expensive regulation. 
In fact, it is far less expensive than 
unwise regulation. Wise regulation is 
broad-gauge regulation ; unwise regu- 
lation is detailed and petty regulation. 

Wise regulation does not interfere 
with management but leaves manage- 
ment free to work for the best and most 
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economical service in the interest of 
the public; unwise regulation unduly 
encroaches upon management by im- 
posing restrictive practices and requir- 
ing unnecessary and expensive reports 
all to the detriment of sound day-to- 
day operations. 

Wise regulation provides an incen- 
tive for more economical operation by 
allowing the utility to retain, in small 
measure at least, part of the benefits 
of improved and more economical op- 
eration ; unwise regulation nullifies in- 
centive by taking away from the util- 
ity all the benefits of improved and 
more economical operation. Wise regu- 
lation implements the free enterprise 
system; unwise regulation tends to- 
wards administration through bureauc- 
racy in a manner contrary to the 
American system. 


‘ILLIVAN went on to stress the impor- 
tance of adequate compensation for 
commissions in order to attract and re- 
tain properly qualified personnel. He 
added that wise regulation benefits every- 
one, the utilities, the employees, the rate- 


payers, and consuming public generally, 

In the case of California, he noted that 
since 1913, shortly after the reorganiza- 
tion of the commission to its present form, 
the salary of the commissioner has been 
increased 50 per cent. He compared this 
with salary and wages generally which 
have increased much more during this 
40-year period. As an example, he noted 
the case of a telephone craftsman who in 
1913 earned about $1,250 per year; to- 
day it is possible that a similarly trained 
telephone employee may earn $5,000 or 
more per year—a gain of 250 to 300 per 
cent. He added that over the years the 
state of California has been fortunate in 
obtaining the services of very able men, 
but these men, generally speaking, have 
served at considerable personal monetary 
loss. 

The speaker questioned whether we 
have been expecting too much for too 
long to assume that we can always attract 
talent so necessary to wise regulation, 
and which is so important to the welfare 
of the state. The speaker concluded by 
urging that regulation of that character 
found in California will prevail. 





Liquid Metals Handbook Available 


194-pace Liquid Metals Handbook, 

which has been published under the 
joint sponsorship of the Atomic Energy 
Commission, the Office of Naval Re- 
search, and the Navy Bureau of Ships 
is now ready for distribution. 

Since liquid metals may be used as 
coolants in nuclear chain reactors pro- 
ducing power, the fundamental informa- 
tion given in the handbook is of particu- 
lar interest to reactor designers. How- 
ever, publication of the handbook is ex- 
pected to encourage the use of liquid 
metals in other industrial applications, 
and thereby increase the number of tech- 
nical personnel trained to work in this 
relatively new field of technology. 

Much of the information compiled was 
obtained during the last few years from 
research sponsored by the AEC and the 
two Navy Department agencies, although 
private industrial laboratories have also 
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contributed to the handbook. Metals hav- 
ing low melting points so that they be- 
come liquid at room temperature or with- 
in a few hundred degrees of room tem- 
perature are treated in detail. Metals dis- 
cussed include aluminum, antimony, 
bismuth, cadmium, cesium, gallium, in- 
dium, lead, lithium, magnesium, mercury, 
potassium, rubidium, sodium, thallium, 
tin, zinc, and several alloys. 

Subject matter of the Liquid Metals 
Handbook includes: Physical Properties 
of Some Liquid Metals ; Chemical Prop- 
erties and Laboratory Techniques; Re- 
sistance of Materials to Attack by Liquid 
Metals; Availability of Liquid Metals; 
Heat Transfer; Large Scale Handling; 
and Industrial Utilization. 

The Liquid Metals Handbook may be 
obtained from the Superintendent of 
Documents, U. S. Government Printing 
Office, Washington 25, D. C. Price $1.25. 
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The March of 
Events 


In General 


Natural and LP Gases 
Strengthen Military Position 


LOSELY following the statement of 

Frank M. Porter, president of the 
American Petroleum Industry, that the 
petroleum industry is prepared to meet 
“any and all foreseeable military emer- 
gencies” (see page 186 of August 3rd is- 
sue), the Oil Industry Information 
Committee has come forward with a 
more complete analysis of the industry’s 
position with respect to natural gas, LP 
gases, and petrochemistry. 

Supplies of natural gas are “bounti- 
ful,” the committee declares, pointing out 
that in 1940 the marketed production 
was 2.7 trillion cubic feet with reserves 
of 85 trillions. Last year production had 
moved up to 6.2 trillion cubic feet with 
known reserves of 180 trillions, the 
committee reports. 

From this enormous supply, the tire 
industry, vital to any military effort, can 
draw its needs for the manufacture of 
carbon black, vital ingredient of tires 
made either from synthetic or natural 
rubber. Also, the committee points out, 
production of synthetic ammonia from 
natural gas now is at an annual rate of 
620,000 tons, much of which enters the 
manufacture of nitrogen for explosives 
and nitrogen fertilizers derived from 
petroleum. 

Liquefied petroleum gases fortify the 
relatively new petrochemical industry for 
emergency increases in demand, the re- 
port says. Marketed production of LP 
gases, which have a wide range of in- 
dustrial and petrochemical uses, jumped 
from 313,456,000 gallons in 1940 to an 
estimated 2,837,000,000 gallons in 1949, 
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a ninefold increase. Experts, the report 
continues, estimate that the potential re- 
covery rate of these gases probably is five 
to ten times greater than present con- 
sumption, according to the committee’s 
report. 

LP gases are processed into the com- 
ponents of most synthetic rubbers, and 
enter into the production of a wide range 
of higher alcohols for antifreezes, soap 
substitutes, and many other products. 


FPC Halts Utility Map Sales 
A the shadows of the Korean “police 


action” assumed the proportions of 
large-scale war, the Federal Power Com- 
mission stopped distributing maps and 
documents revealing locations of gas, 
electric, and other power facilities. 

The move, according to acting FPC 
Chairman Thomas C. Buchanan, is de- 
signed to prevent any information from 
falling into “unauthorized hands.” 

Information from the commission is 
now available only to authorized repre- 
sentatives of power companies present- 
ing credentials to the commission’s 
Washington document room. Hereto- 
fore, maps and other data have been 
available by mail to anyone paying the 
proper fee. 

The move, made a few weeks ago but 
not announced, is intended to block in- 
formation about new natural gas pipe- 
lines and electric power plant additions, 
Buchanan said. 

The FPC is without authority to stop 
power companies from announcing ex- 
pansion plans, but it hopes the com- 
panies will realize it’s their plants the 
commission seeks to protect. 
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Alabama 


Courts “Forced” Rate 
Increases 


Sh - courts of Alabama have forced 
increased telephone and freight 
rates on the Alabama Public Service 
Commission, according to Attorney Gen- 
eral A. A. Carmichael, who said the PSC 
was following the decision of the state 
supreme court in granting rate hikes to 
the Southern Bell Telephone & Tele- 
graph Company and to the railroads. 
Railroads in the state recently were al- 
lowed a 23 per cent freight increase by the 
Interstate Commerce Commission, and 
the Southern Bell Telephone Company 
received a rate hike of $3,307,509 through 
the PSC. [See page 369, this issue. ] 


“In raising telephone rates in Ala- 
bama,” the attorney general said in a 
prepared statement, “the Alabama Pub- 
lic Service Commission is following a 
decision of the supreme court of Ala- 
bama ... in which the office of the at- 
torney general, representing the Alabama 
Public Service Commission, appealed 
from a decision of the Montgomery Cir- 
cuit Court. 

“In other words,” Carmichael con- 
tinued, “the, increase was forced on the 
public service commission by the courts.” 

He concluded with the observation 
that there was nothing further that his 
office could do in the matter of either the 
freight rates or the telephone rates. 


Arkansas 


Telephone Rate Hearings 
Begin 

UBLIC service commission hearings 

were scheduled to open September 5th 
on a petition of the Southwestern Bell 
Telephone Company for its projected 
new Arkansas rate schedule. The hear- 
ings, to be recessed within a day or two, 
would be resumed October 3rd, when the 
company must present witnesses for 
cross-examination by opponents of the 
new rate schedule. 


¥ 


Higher monthly rates, ranging from 
50 cents to $4.50 for each installation, will 
become effective the twenty-first of this 
month, the date set in the company’s peti- 
tion. Existing law makes new rate sched- 
ules effective on the date sought by the 
petitioning company, but the statute re- 
quires the company to post a surety bond 
sufficient to guarantee later reimburse- 
ments should the commission finally rule 
out the new schedule. The company 
posted a $1,250,000 surety bond to meet 
this requirement. 


Colorado 


CPS-Government Contract 
Approved 


Qa of the Interior Oscar L. 
Chapman has approved a contract 
for delivery of government-produced hy- 
droelectric power over transmission lines 
of the Public Service Company of 
Colorado. 

The power will come from the govern- 
ment’s Colorado-Big Thompson project 
and will avert the necessity for govern- 
ment-built transmission lines to serve 


REA coéperatives and other preference 
customers near the company’s lines. 

Describing the contract as a “major 
step in codperation” between the govern- 
ment and privately owned utilities, Chap- 
man said the codperatives now being 
served by the company, and municipali- 
ties and other public bodies adjacent to 
the company’s lines, will be able to get 
Colorado-Big Thompson power at a 
minimum cost to the consumer and to 
the government. 
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Idaho 


Albeni Project Arouses Bonner 
County Commissioners 


ONNER county commissioners recent- 

ly announced opposition to con- 

struction of the Albeni Falls multiple- 

purpose dam on the Pend Orielle river 

until they can be assured the county will 

be reimbursed for loss of revenue in areas 
to be flooded. 

The commissioners have called on the 
Idaho delegation in Congress to block 
efforts to expedite construction of the 
dam until a Federal law is passed that 
will assure reimbursement. 

The commissioners noted in their re- 
quest to the Congressmen that, in the 
case of Boulder dam, Congress enacted 
the Boulder Canyon Project Act, which 
has reimbursed Nevada and Arizona for 
such losses as the commissioners expect 
in Bonner county. They also called at- 
tention to the fact that much of the 
benefit of Albeni Falls project will be 
“out of state.” 


New Hydro Plant to Be Built 


on Idaho Power Company has an- 
nounced it will construct a new 90,- 
000-kilowatt hydroelectric plant on the 
Snake river, near Mountain Home. The 
project, company officials said, will be 
known as the C. J. Strike hydroelectric 
development in tribute to the company’s 
former president and general manager, 
who died February 11, 1948. The new 
dam and plant will be the company’s sixth 
and largest development since 1946. Cost 
of construction is estimated at $18,500,- 
000 and completion is scheduled for 
1952. 

The earthen dam will be 120 feet high 
from foundation, creating a reservoir 
reaching 32 miles upstream, with an esti- 
mated water level fluctuation of about 
two feet. Concrete spillways will serve 
three 30,000-kilowatt generators which 
will feed power into the company’s trans- 
mission grid through two 138-kilovolt 
lines. 


Illinois 


Centennial Gas Exhibit 


Pyne centennial celebration of 
gas service was marked on Septem- 
ber 5th by the opening of an exhibit in 
the Museum of Science and Industry 
portraying progress of the gas industry 
and what it has done for Chicago. Peo- 
ples Gas Light & Coke Company is build- 
ing the $100,000 exhibit as a permanent 
educational feature. 

Five past presidents of the American 


Gas Association were named by AGA 
President Hugh H. Cuthrell to assist at 
the presentation. 

Gas service, going today to 7,300 in- 
dustrial and 35,400 commercial custom- 
ers in Chicago, in addition to its hun- 
dreds of thousands of residential users, 
is just thirteen years younger than the 
city itself. It was turned on September 
4, 1850, to light 99 street lamps, 36 out- 
lets in the city hall, and lighting fixtures 
in 125 private establishments. 


Louisiana 


New Orleans Utilities Make 
Antisabotage Plans 


N® OrtEANS Utilities Commission- 
er A. Brown Moore, after a recent 
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conference with various utility organiza- 
tions in the city, disclosed steps that are 
being taken to protect essential utility 
properties from sabotage. Precautions 
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taken, or to be taken, Mr. Moore said, 
included : 

The Industrial canal steam-electric 
generating station of New Orleans Pub- 
lic Service, Inc., has been completely 
fenced in with a high steel wire fence 
immediately surrounding the plant prop- 
er. Other fences are being erected on 
the boundaries of the property. All gates 
are locked and armed guards are sta- 
tioned at all entrances twenty-four hours 
a day. 

Crucial points within the enclosures 
are floodlighted and armed guards are 
on duty day and night. Surround- 
ing areas between fences have been 
cleared of trees and shrubs to leave the 
ground bare and visible from any portion 
of the plant. Identification passes have 
been issued to all employees authorized 
to enter the plant enclosure. 

The Market street power plant is fully 
protected in the same manner. Critical 
points in the electric distribution system, 
including substations, are protected day 


and night by armed guards. Other less 
important points are protected by em- 
ployees during the day and by high 
fences and floodlights at night. 

The gas distribution plant is protected 
by employees during working hours of 
the day and by armed guards at night. 
Steps also have been initiated to give 
adequate protection to facilities of the 
United Gas Pipe Line Company at the 
various city gates. 

Southern Bell Telephone & Telegraph 
Company requires identification passes 
visible on all employees at all times 
while in the company’s vital areas. 
Equipment rooms are kept locked at all 
times and can only be opened from with- 
in by employees after receiving the 
proper signal. Automatic (dial) ex- 
changes and stations are locked at all 
times with employees on duty day and 
night. Certain manholes in the streets 
covering vital lines are locked and can 
only be opened by trusted maintenance 
employees having the proper keys. 


Massachusetts 


Governor’s Regulatory 
Proposals Rejected 


| somes the closing days of its 1950 
session, the state legislature reject- 
ed proposals of Governor Paul A. Dever 
(Democrat) for the enactment of meas- 
ures which would provide for investiga- 
tion and broader regulation of public 
utilities, and the establishment of a con- 
sumers’ counsel in the state Division on 
the Necessaries of Life to provide what 
he termed “greater protection” for the 
public in utility rate cases. 

Both house and senate turned down 
the governor’s request for a $150,000 
probe of electric light and power rates in 
the Bay state by a special commission, 
and killed by the senate was a substitute 
measure calling for a similar investiga- 
tion by the state department of public 
utilities. 

The senate also rejected a house- 
passed administration bill to give the 
state department of public utilities final 


say on the facts in appeal cases and to bar 
the introduction of new evidence in rate 
cases appealed to the courts from the 
findings of the DPU. It marked the sec- 
ond senate rejection of such a bill, this 
latest action coming after the issue had 
been revived in a special message from 
the governor. 

Also similarly defeated by the senate 
for the second time after it had passed 
the house was the administration bill for 
establishment of a new and stronger 
Division on the Necessaries of Life, with 
a consumers’ counsel to represent the 
public at hearings and oppose utility 
rate increases. 

Under provisions of this bill, similar to 
a measure which also was rejected last 
year, the new commission would have 
consisted of three members and a direc- 
tor, all to be appointed by the governor. 

The proposed consumers’ counsel 
would also have been appointed by the 
governor and would have a staff of “‘nec- 
essary assistants.” This counsel would 
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have been authorized to represent the 
public at hearings anywhere in the 
United States in opposition to utility 
rate increases, or boosts in the price of 
food or other essential commodities. It 
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was condemned by opponents as a 
“snoop bill,” a “job grab” and a “master- 
piece of confusion,” while advocates con- 
ceded it would have resulted in an addi- 
tional annual expenditure of $150,000. 





* 
New Jersey 
Security Measures Initiated In outlining the company’s security 
program, the utility executive said 


PECIAL security measures for the pro- 
tection of its gas and electric installa- 
tions have been set up by the Jersey 
Central Power & Light Company, ac- 
cording to E. H. Werner, president. 
“All contingencies of war, in so far as 
they are perceivable, have been taken into 
account in the over-all plan to be super- 
vised by a special emergency director.” 


JCP&L has 30 per cent more generating 
capacity than at the end of World War 
II. This increase, he continued, will be 
boosted in the near future by the instal- 
lation of a new generator at the South 
Amboy plant, which will make a total 
capacity increase of 94 per cent since 
VJ-Day. 


+ 
South Carolina 


Governor Denies He Will Be 
Santee-Cooper Manager 


—_ J. Strom Thurmond has 
denied current rumors that he will 
become general manager of the Santee- 
Cooper project after his term as governor 
ends next January. 

In reply to queries concerning his pos- 
sible appointment to the top public power 
post, the governor said, “No one has 
approached me about the position and 


I have approached no one. It is pure idle 
talk. If the job were offered me, I would 
refuse it.” 

It had been reported that the governor 
might be elected general manager of the 
state-operated, publicly owned hydro- 
electric development in the lower part of 
the Palmetto state. The post of general 
manager is now held by Senator R. M. 
Jefferies of Colleton. 

The governor’s statement has been 
accepted as final disposal of the rumor. 


e 
Wisconsin 


Organize to Oppose Change 
In Utility Tax Law 


ORE than two score communities of 

the state have organized to oppose 

any changes in the distribution of Wis- 
consin utility taxes. 

Under the present law, the state col- 
lects a tax on such utilities as electric 
generating and distribution plants. It re- 
turns 65 per cent of the tax to the town, 
city, or village where the property is lo- 
cated, and 20 per cent to the home county. 
The state retains 15 per cent. 


This formula gives small communities 
with a large utility plant within its 
borders a large slice of revenue, reducing 
their local tax needs. 

In the past, legislative proposals to 
distribute the utility tax money on the 
basis of where the current is sold, rather 
than one plant location, have been de- 
feated. 

The electric utility tax distribution to 
communities throughout the _ state 
amounts to about $2,000,000 a year, and 
a change in the present law might cost 
them as much as $300,000 a year. 
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Fair Value for Rate Making Not to Rest Solely 
Upon Books of Account 


HE rate base of a public utility, says 

the supreme court of New Jersey, 
is the fair value of its property used and 
useful in the public service. This value is 
determined by considering original cost, 
prudent investment, reproduction cost, 
cost of reproducing the service as distinct 
from the property, and other factors. 
But, says the court: 


The board is not free, however, to 
arrive at a fair value based solely upon 
a utility’s books of account, as the Pub- 


lic Service companies admit was done 
in the proceeding here under review. 


A uniform system of accounts is pre- 
scribed, but commissioners do not com- 
mit themselves to the approval or ac- 
ceptance of any item set out in any ac- 
count for the purpose of fixing rates or in 
determining other matters. Neither the 
court nor the board, it was said, can ac- 
cept the books of account at face value in 
a rate case, in which reasonableness is al- 
ways the primary issue. 

These proceedings had originally been 
started to obtain an increase from a 5- 
cent fare to a 7-cent fare in order to cover 
increased wages; but later, after tempo- 
rary operation under a 7-cent fare, the 
company had called one witness, intro- 
duced five exhibits, and then rested the 
case. This, said the court, was not the 
complicated, expensive, and time-con- 
suming procedure of proving a rate base, 
which the company had sought to avoid 
at the time of filing the application for 
an increase based on the increased wage 
costs. 


A single one-page exhibit was virtually 
the only evidence offered to support a 
rate base of about $61,000,000. The 
board had disallowed and adjusted cer- 
tain items, the most significant of which 
was an item for intangibles attaching to 
busses the operating authority for which 
stemmed from streetcar franchises. In- 
cluded was an item of about $17,000,000 
representing the cost of intangible prop- 
erty related to the organization and ac- 
quisition of various autobus properties 
included in the statewide system. These 
intangibles had been rejected by the Se- 
curities and Exchange Commission in its 
exercise of jurisdiction over the corpo- 
rate financial structure. The New Jersey 
board, however, had considered these ac- 
quisitions necessary in the integration of 
the autobus transportation system. 

There must be proof in the record not 
only as to the amount of various accounts, 
but also sufficient evidence from which 
the reasonableness of the accounts can be 
determined, said the court. No proof had 
been offered to support the items included 
other than the company’s books. 

The burden was said to be upon the 
company to establish by competent evi- 
dence that items included in the rate base 
are properly included. It was said to be 
the recognized rule in the state that an 
allowance may be made for going con- 
cern value if there is sufficient evidence 
to determine its amount. Going concern 
value, however, is not to be confused 
with that intangible value which may at- 
tach to a franchise from the state and 
which may not be included in the compu- 
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tation of a utility company’s rate base. 

Moreover, said the court,’a utility 
must not only bear the burden of prov- 
ing the amount of expenses, but also the 
burden of proving the basis of charges to 
expense accounts and the propriety of in- 
cluding such charges for rate-making 
purposes. 

The bus routes under consideration 
are divided into zones on the basis of the 
5-cent fare. For this reason alone, said 
the court, any comparison with rates 
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elsewhere must be made on the basis of 





the length of ride obtainable for a given 
fare and not merely by comparison of the 
fares themselves. 

The court ruled that the attorney gen- 
eral could properly maintain the appeal 
on behalf of the people of the state not- 
withstanding his relationship to the 
board. The court also made rulings on 
other procedural matters. Re Public Serv- 
ice Codrdinated Transport et al. (No. 
A141). 


Natural Gas Pipe-line Authorization Conditioned upon 
Improved Financing Plan 


Ts Federal Power Commission, in 
authorizing a natural gas pipe-line 
company to enlarge the delivery capacity 
of its pipe-line system for the transporta- 
tion and sale of natural gas, required the 
company to submit an improved plan for 
financing the construction. The plan 
should be such that over-all capitalization 
would consist of debt securities of not 
more than 75 per cent and common 
equity of not less than 15 per cent. 

The company’s proposed capital 
structure would be 79.23 per cent long- 
term debt, 10.10 preferred stock, and 
common equity 10.67 per cent. The 
commission held that debt would be too 
high and common equity too low. Subse- 
quently the commission did approve an 
amended plan of financing. Under this 
plan the company’s capital structure will 
consist of 74.69 per cent debt securities, 
9.57 per cent preferred stock, and 15.74 
per cent of common equity. 

The pipe-line company had entered 
into an agreement to purchase gas lease- 
hold interests from an affiliate at a price 
which might exceed the cost to the 
affiliated seller. The commission has con- 
sistently held that the book value of assets 
shall not be increased as a result of 
affiliated company transactions. Accord- 
ingly, it said that the certificate would 
be conditioned to require the company to 
charge to its earned surplus account any 
amount in excess of the cost to the 
affiliated seller for the leaseholds. 





The commission also considered an in- 
tervening company’s request that the 
certificate contain a condition requiring 
the company to file common carrier rate 
schedules for the transportation of 
natural gas and to allocate a portion of 
its capacity to common carrier service. 
It observed that the intervener failed to 
show that it was authorized to do busi- 
ness. There was no evidence that the in- 
tervening company owned or had exist- 
ing contracts either for the purchase of 
gas lands or leases, or contracts for the 
purchase of gas from producers owning 
existing producing wells. The commis- 
sion pointed out that specific obligations 
under the Leasing Act to transport or 
purchase natural gas may be imposed on 
the pipe-line company in a proceeding 
before the Secretary of the Interior. It 
also said that after any company has filed 
rates pursuant to an order of the Secre- 
tary of the Interior the commission must 
consider their reasonableness. 

However, the commission said that 
waiving all consideration of its power to 
enforce such obligations as the company 
may have as a common carrier, and bear- 
ing in mind that the system is the only 
one that can initially receive any gas for 
common carriage and is operating at a 
load factor of better than 90 per cent, it 
could not be said that public convenience 
and necessity would be subserved by 
allocating any portion of its system pipe- 
lines for common carrier transportation. 
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This action would frustrate its existing 
contracts to the advantage of the inter- 
vening company, which had not shown 
that the public interest required the 
service it proposed. 

Commissioner Draper dissented from 
that portion of the order requiring the 
company to submit a satisfactory plan 
for financing. He was of the opinion that 


the commission did not have authority 
under the Natural Gas Act to require 
the company to reshape its entire capital 
structure of twenty-two years’ standing 
before it could proceed with the proposed 
construction. Re San Juan Pipe Line Co. 
et al. (Docket No. G-1067, G-655, 
G-1051, G-1019, G-1177, G-1195, Opin- 
ion No. 197). 


= 
Escalator Clause Excluded from Gas Tariff 


HE California commission, in au- 

thorizing a gas company to increase 
rates, rejected the company’s proposal to 
include a fuel oil escalator clause in its 
firm gas tariff. Customers selecting firm 
service must expect to pay the full cost 
of that service, together with such margin 
as is necessary to protect the utility 
against ordinary fluctuations in costs 
resulting from changing operating 
conditions. 

The commission prescribed a firm in- 
dustrial service schedule of the block type 
containing neither a low summer rate 
nor the fuel oil escalator clause. A low 
summer rate having as its greatest justifi- 
cation an off-peak promotional load 
stimulant was considered undesirable. 
Load factor improvement should be 
sought through the interruptible type of 
schedule, according to the commission. 

A heating value clause was allowed 
in the company’s schedule, however, be- 
cause a possibility existed that gas pur- 
chased in the future for one of its service 
areas might be of different heating 
quality from that obtained for another 
area. In the absence of an automatic rate 


adjustment provision in the company’s 
tariff, discrimination might result be- 
cause of equal charges being made for 
gas of unequal heating value. 

The company was faced with a sub- 
stantial construction program. To meet 
demands for service it would be required 
to issue bonds and common and pre- 
ferred stock. The commission observed 
that if the company were to proceed with 
its plant expansion program, earnings 
would have to be maintained at a level 
sufficient not only to service presently 
outstanding securities, but also to permit 
the issue and sale upon favorable terms 
and under prevailing conditions of such 
additional securities as might be neces- 
sary. In deciding this matter the commis- 
sion gave due regard for the maintenance 
of a balanced capital structure and to 
the effect on consumers. 

Lands were included in the company’s 
rate base at cost in view of the commis- 
sion’s practice of using a historical cost 
rate base with lands included at cost 
rather than at present market value. Re 
San Diego Gas & E. Co. (Decision No. 
44037, Application No. 30338). 


& 


Method of Distribution of Unclaimed Assets upon 
Dissolution of Holding Company Prescribed 


HE Securities and Exchange Com- 

mission held that a holding company 
dissolution plan would be fair if amended 
to provide for the distribution of un- 
claimed assets to the company’s present 
security holders. The company’s proposal 
to deliver the unclaimed assets to former 


SEPT. 14, 1950 


subsidiaries was considered unfair, since 
these subsidiaries had been distributed 
by the holding company from time to 
time over a period of years, and there 
was no indication of any continuing in- 
terest in the companies by the holding 


company. 
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A distribution of the unclaimed assets 
to the stockholders of the holding com- 
pany who could be located would involve 
sending to many checks amounting to 
less than the cost of mailing. On the 
other hand, some stockholders would be 
entitled to substantial amounts. The 
commission concluded that fairness re- 
quires that those assets be distributed to 
the persons shown on an authentic list 
of persons entitled to receive the final 
distribution in accordance with the terms 
of the dissolution plan. 

Since it would not be economical to 
attempt to effect a distribution on that 
basis without some limitation, the com- 
mission provided that no distribution 
would have to be made to persons entitled 


e 


to receive less than $5. The aggregate 
amount allocable to those persons would 
be distributable pro rata to all other per- 
sons shown on that list. 

In order to make this distribution 
feasible, the commission provided that the 
unclaimed assets should be converted into 
cash upon expiration of a 5-year period. 
It recognized that the $5 minimum dis- 
tribution was somewhat arbitrary, but, 
after the expiration of the 5-year period, 
it was not disposed to require the ex- 
penditure of the estate’s funds for purely 
administrative expenses which would be 
required in order to distribute relatively 
small amounts to a large number of per- 
sons. Re Middle West Corp. (File No. 
54-185, Release No. 9867). 


Working Capital Allowance Added to Rate Base Claim 


fh Georgia commission prescribed 
increased telephone rates to enable 
the company to provide improved and 
adequate service despite protests of sub- 
scribers and city officials. These protests 
were largely based on the poor quality 
of service, inability to obtain service, poor 
long-distance service, and the belief that 
existing rates were adequate for the type 
of service rendered. 

Plant value, as testified to by a com- 
pany witness, was accepted by the com- 
mission since it was found that the 
accounting procedures used were proper 
and that the books reflected the com- 
pany’s actual investment in conformity 
with established standards. 

The commission, in fixing the rate 
base, included for working capital an 
amount equivalent to thirty days’ operat- 
ing expenses, excluding depreciation. 
The company had included no amount 


for this item. An annual charge of 4 per 
cent for depreciation was considered 
adequate. 

Commissioner Walter R. McDonald 
dissented. He pointed out that the com- 
pany’s rates had been increased a year 
ago. At that time the order analyzed the 
results of the increased rates authorized 
and established that they would provide 
an adequate return on the company’s in- 
vestment. Commissioner McDonald be- 
lieved that the record failed to disclose 
any change in the property account or 
operating conditions which would sup- 
port the greatly increased rates now be- 
ing authorized. Furthermore, he noted 
that the new rates were higher than rates 
allowed by the commission for exchanges 
of comparable size and having compar- 
able operating conditions. Re Standard 
Teleph. Co. (File No. 19322, Docket No. 
12-U). 


Municipal Water Plant Assumes Utility Obligations 
On Out-of-city Service 


T ‘HE motion of a municipal water 


utility to dismiss the complaint of 
several residents of territory outside city 
limits that the utility was improperly re- 
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fusing to extend service to them was 
denied by the Pennsylvania commission. 

The utility contended that as a munici- 
pal plant it was exempt from commission 
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jurisdiction. The commission overruled 
this claim when it appeared that the 
utility already was serving a number of 
out-of-city residents. By state law public 
utility service rendered by a municipal 
corporation outside city limits is subject 
to regulation and control just as if the 
service were rendered by a public utility 
company. 

The city tried to explain its extra- 
territorial service as one in which it was 
merely acting as an agent for the town 
which provided all the water supply 


facilities for use of city water in various 
suburban areas. No contract or agree- 
ment evidencing such an arrangement 
between city and town authorities was 
produced. Consequently, the municipality 
was in the position of serving some out- 
of-city residents while refusing to pro- 
vide water for others. Such a situation 
cannot be permitted, the commission 
said, in denying the motion to dismiss 
the residents’ complaint. Meister et al. v, 
Erie City Water Bureau (Complaint 
Docket No. 14925). 


7 


Higher Rate, Lower Weight Approved for 
Liquefied Gas Shipments 


HE Montana Board of Railroad 
Commissioners directed a railroad 
to cease the practice of basing its rates 
for shipments of liquefied petroleum gas 
on the estimated rate per gallon for 
gasoline. A shipper had claimed that the 
rates for its shipments were unreasonable 
and excessive, in that while the liquefied 
gas weighed only 4.7 pounds per gallon, 
it was being billed at 6.6 per gallon. 
The board agreed with the shipper but 
at the same time increased the rates for 


e 


liquefied gas to 140 per cent of the gaso- 
line rate presently in effect so that the 
carrier would receive the same revenue 
for equal service. The board pointed out 
that if it allowed the shipper’s protest 
without any rate increase, the carrier 
would receive substantially lower reve- 
nues for handling liquefied gas than for 
rendering equal service for gasoline. 
Montana Dakota Utilities Co. v. Great 
Northern R. Co. (Docket No. (3422) 
3767, Order No. 2131). 


Commission’s Refusal to Increase Confiscatory Transit Rates 
Pending Study Is Reversed 


ho Maryland Court of Appeals re- 
versed orders of the state commis- 
sion and the circuit court denying the 
Baltimore Transit Company’s applica- 
tion to increase its base rate from 12} to 
15 cents. The court pointed out that un- 
disputed evidence in the record indicated 
that the company was operating at a loss 
even though all suggested economies had 
been put into effect. 

The commission apparently believed 
that the company should make a study of 
the possibility of increasing revenues by 
other means, such as by adopting zone 
fares. It conceded that the company’s loss 
would continue during the period of study 
but argued that company earnings dur- 
ing World War II were at an abnormally 
high rate and that some of these accumu- 
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lated earnings should be employed to pro- 
vide financial relief. 

The court described this suggestion as 
“patently inappropriate.” The law does 
not require the company to give up for 
the benefit of future subscribers any part 
of its accumulation from past operations. 
Profits of the past, the court continued, 
cannot be used to sustain confiscatory 
rates for the future. 

The court further commented that 
even if under some circumstances the 
commission’s denial of the immediate re- 
lief requested be justified, it was not 
proper here. After finding that existing 
rates were confiscatory, the commission 
was obliged either to pass the proposed 
rates, adopt an adequate substitute, or 
grant temporary relief pending final de- 
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termination. Here the commission mere- 
ly suggested further study without af- 
fording any relief. 

The court concluded with the comment 
that the proposed rates would not yield 


more than a fair return on the fair value 
of the company’s property and that they 
were not out of line with rates charged 
in comparable cities. Baltimore Transit 
Co. et al. v. Hessey et al. 


e 


Newly Passed Legislation Resolves Carrier-city 
Franchise Controversy 


Tt appellate division of the New 
York Supreme Court dismissed a 
controversy which had been submitted 
to it on an agreed statement of facts by 
the city of New York and a bus company 
when newly passed legislation made the 
controversy moot. 

The bus company was planning on in- 
creasing its rate from 5 to 8 cents with 
the approval of the state commission. The 
city threatened to revoke the carrier’s 
25-year franchise if a clause in the fran- 
chise providing for a 5-cent fare were 
violated. 


While the matter was pending before 
the court, the state legislature passed a 
law providing “that the public service 
commission shall have no jurisdiction 
with respect to rates of fares established 
pursuant to any contract or franchise 
heretofore or hereafter made between any 
omnibus corporation and a city having 
more than a million inhabitants.” This 
law, the court ruled, made the contro- 
versy moot and required dismissal of the 
proceeding. New York City Omnibus 
Corp. v. New York et al. 97 NYS2d 
590. 


7 
Municipal Plant Required to Meter Water 


HE Pennsylvania commission or- 
dered a municipal water plant to in- 

stall meters in dwelling houses at its sole 
cost and expense. In a previous hearing 
the commission held that a proposed 
tariff authorizing the town council to 
order any owner to install meters at his 
expense was contrary to well-established 
principles. Subsequently, on order of the 
commission, the utility filed a tariff estab- 
lishing a schedule of block-type meter 
rates available to all classes of customers, 
deleting any reference to optional treat- 
ment in connection with the installation 
of meters and providing for a method of 
payment of bills by metered customers. 
The utility denied that it violated the 
tariff and the order of the commission, 
alleging that the complainant’s dwelling 


was not within the corporate limits ; that 
the decision as to whether or not meters 
should be installed was not taken away 
by the order of the commission ; that the 
tariff’s only mention of meters stated 
that metered rates are available to all. 

The commission discussed neither the 
added expense to the utility nor the fact 
that a serious water supply problem ne- 
cessitated an expansion of facilities. It 
then ruled that under the statute the com- 
mission has jurisdiction where a munici- 
pal water utility furnishes service to cus- 
tomers beyond its corporate limits and, 
according to provisions of the tariff, the 
company is offering metered service to 
consumers located outside its corporate 
limits. Birchenall v. Morrisville (Com- 
plaint Docket No. 14919). 


& 
No Special Rate for Heat Pumps 


, | Indiana commission dismissed a operation of heat pumps for domestic 


_ petition by customers for an investi- heating of homes. The commission held 
gation to establish electric rates for the that there is no justification for special 
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electric rates for heat pumps and that the 
load imposed on the distribution system 
is of such character that it should not en- 
courage an increase in this type of do- 
mestic heat by making available a lower 
rate. 


e 


Other Important Rulings 


i ¥~ Wisconsin commission, upon de- 
termining that the failure of a tele- 
phone company to obtain commission 
authority to issue notes was due to ex- 
cusable neglect or mistake and was not 
occasioned by any design to evade com- 
pliance with the statute, and that the is- 
sue was otherwise in accordance with the 
law, ordered that the notes be validated. 
Re Wood County Teleph. Co. (2-SB- 
419). 


The commission further said that the 
development of equipment for this type 
of heat has not yet reached the stage of 
perfection where it is satisfactory for the 
ordinary residential users. Re Cassell et 
al, (No. 22297). 


The Wisconsin commission excluded 
directory cost from a telephone com- 
pany’s expense account in a rate proceed- 
ing because of the company’s failure to 
sell advertising space. The commission 
believed that the proceeds realized from 
the sale of space would have defrayed the 
printing and distribution costs, and that, 
consequently, such expense should not be 
charged to the ratepayers. Re Wood 
County Teleph. Co. (2-U-3273). 
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Re Pennsylvania Electric Company 


Docket No. E-6251, Opinion No. 194 
June 1, 1950; rehearing denied July 20, 1950 


ROCEEDING brought by Federal Power Commission to de- 
P termine whether a proposed acquisition by a public utility 
under its jurisdiction of the facilities of three local electric com- 
panies requires prior Commission approval; approval determined 
necessary and accounting revisions as to acquisition costs ordered. 


Consolidation, merger, and sale, § 13 — Acquisition of electric facilities — Com- 
mission approval. 
1. The acquisition by a public utility, subject to the Federal Power Act, of 
the facilities of smaller electric companies is a consolidation or merger for 
which Commission approval is required under § 203(a) of the Federal 
Power Act, 16 USCA § 824b(a), p. 99. 


Consolidation, merger, and sale, § 13 — Acquisition of facilities of local companies 
— Federal Power Commission approval. 
2. The acquisition by a public utility, subject to the regulations provided in 
the Federal Power Act, of the facilities of three small electric utility com- 
panies not within the jurisdiction of the Federal Power Commission requires 
prior Commission approval under § 203(a) of the Federal Power Act, 16 
USCA § 824b(a), p. 99. 


Statutes, § 11 — Interpretation — Choice of words. 
3. A possible meaning of a part of a statute should not be rejected simply 
because it could have been expressed in other terms, particularly where the 
effect of such rejection would be to make the whole a nullity, p. 100. 


Consolidation, merger, and sale, § 13 — Acquisition of electric facilities — Commis- 
sion approval — Legislative intent. 

4. The language of § 203(a) of the Federal Power Act, 16 USCA § 824b 

(a), should be construed as requiring that a public utility under the act 

obtain Commission approval prior to its acquisition of electric facilities of 

other companies whether or not such companies are also subject to the act, 

since only by such interpretation can the congressional purpose of such 

section, that is, the prevention of the burdening or inflation of the acquiring 
utility’s accounts, be effectuated, p. 100. 


Accounting, § 32 — Excess purchase price — Amortization. 
5. An electric utility under the jurisdiction of the Federal Power Commis- 
sion which pays for local distribution facilities a substantial sum over and 
above depreciated cost will not be permitted to classify the excess in Account 
100.5, Electric Plant Acquisition Adjustments, and amortize it through 
charges to Account 505, Amortization of Electric Plant Acquisition Adjust- 
ments, in the operating expense section of the income statement, “above the 
line” of return on investment, but, on the contrary, will be required to 
[7] 97 84PURNS 
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amortize the excess over depreciated original cost to Account 537, Miscell, 
neous Amortization, below the line, p. 105. 


Fines and penalties, § 8 — Failure to obtain authority — Uncertainty as to law, 


6. An electric utility under the jurisdiction of the Federal Power Commi 
sion which acquires the facilities of smaller electric companies without firs 
obtaining Commission approval of such acquisition will not be required ty 
pay the penalties required by the act where the Commission in past order 
has manifested some uncertainty as to the proper construction of the section 
violated by the utility, since an authoritative settlement of the substantiy 
question of interpretation of the section is of greater importance to the 
administration of the act than the exaction of penalties, p. 107. 


Consolidation, merger, and sale, § 13 — Merger of facilities under Federal Powey 


Act. 


Statement that § 203(a) of the Federal Power Act, 16 USCA § 203b(a 
might be construed as applying to any merger or consolidation by a mas 


utility of its facilities, subject to the jurisdiction of the Commission, with 





facilities for the transmission or sale at wholesale of electric energy in inter- 
state or intrastate commerce, p. 104. 


APPEARANCES: 


Andrews & Ingersoll, 


Federal Power Commission. 


By the CoMMISSION : 


lic utility” 


the boroughs of Cresson, Gallitzin, 


and Hastings, Pennsylvania, was sub- 
ject to the requirement of prior Com- 


Knox Henderson, 
Francis Ballard, and Ballard, Spahr, 
for Pennsyl- 
vania Electric Company; Howard E. 
Wahrenbrock, Leonard Eesley, and 
Francis R. Bell, for the staff of the 


We initiated 
this proceeding by a show cause order 
issued November 29, 1949, to deter- 
mine whether the then proposed acqui- 
sition, by respondent Pennsylvania 
Electric Company (Penelec), a “pub- 
subject generally to the 
regulation provided in the Federal 
Power Act, of the facilities of three 
small electric utility companies serving 



























mission approval under § 203(a) of 
that act, 16 USCA § 824b (a). Non 


of the three companies owned or op- 
erated any facilities subject to the 
jurisdiction of this Commission and 
hence none was such a “public utility.” 

Our show cause order followed more 
than three months of correspondence 
and conferences with Penelec in re- 
gard to the proposed acquisition. Dur- 
ing that period the requirements of § 
203(a) for Commission authoriza- 
tion of the transactions therein referred 
to were called to its attention and a 
number of our orders from 1944 on 
were pointed out’ in which we have 
found similar acquisitions of electric 
utility facilities to be subject to such re- 
quirements. 


Notwithstanding the correspondence 





1 Of approximately 28 similar orders, twelve 
were cited: 

Re California Electric Power Co. (1944) 4 
FPC 601; Re Southwestern Pub. Service Co. 
(1945) 4 FPC 1123; Re Northern Virginia 
Power Co. (1946) 5 FPC 458; Re Montana- 
Dakota Utilities Co. (1946) 5 FPC 514; Re 
Southwestern Pub. Service Co. (1946) 5 FPC 
703; Re Northern States Power Co. (1946) 5 
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FPC 1017; Re Montana-Dakota Utilities Co. 
(1947) Doc. No. IT-6059, 6 FPC 760; Re 
Pennsylvania Power & Light Co. (1947) Doe. 
No. IT-6098, 6 FPC 1114; Re Union Electric 
Power Co. (1948) Doc. No. IT-6001; Re 
Attleboro Steam & Electric Co. (1948) ‘Doc. 
No. E-6141; Re Eastern Massachusetts Elec- 
tric Co. (1948) Doc. No. E-6177; Re Virginia 
Electric & Power Co. (1949) Doc. No. E-62ll. 
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RE PENNSYLVANIA ELECTRIC CoO. 


and conferences and issuance of our 
order on November 29, 1949, Penelec 
proceeded to consummate the acquisi- 
ion on December 1, 1949, without 
having applied for and obtained Com- 
mission authorization. In its written 
response to the order, at the hearing 
which followed, and in the brief it sub- 
sequently filed, Penelec relied on alter- 
native contentions as to the interpreta- 
tion of § 203(a) to justify its non- 
compliance with that section: (1) 
That the clause relating to merger or 
consolidation of facilities does not ap- 
ply to any acquisition of facilities ; and 
(2) that even if it does apply to some 
acquisitions, it does not apply to ac- 
quisitions of purely local distribution 
facilities, such as are here involved. 
The first contention seems to have 
occurred to respondent only recently 
for it has at earlier dates repeatedly ap- 
plied for and obtained authorization 
under § 203 to acquire electric utility 
facilities.* The second contention 
raises the question whether in any 
event the section applies to an acqui- 
sition of nonjurisdictional facilities, 
upon which this Commission in three 
orders between 1940 and 1944 took 


a different position than that origi- 
nally, and during the last six years con- 
sistently taken by it.* As it happens, 
one of those three orders disclaiming 
jurisdiction dealt with this same com- 
pany’s acquisition of local distribution 
facilities of Logan Light Heat & 
Power Company in 1942 (Re Pennsyl- 
vania Electric Co. Docket No. IT- 
5760, 3 FPC 646, 652, finding (8) ). 
In view of the fact that this Commis- 
sion’s orders and findings involving 
the questions raised by respondent 
have been entered without opinions or 
with very brief discussions, it is ap- 
propriate for us now to state the rea- 
sons for the construction we think 
should be placed upon the section. 


Applicability of Requirements 
of § 203 (a) 

[1,2] Our problem here is not 
whether the local distribution facilities 
acquired from these three companies 
are “subject to the jurisdiction of the 
Commission” within the meaning of 
§ 201(e), 16 USCA § 824 (e),* so 
as to make anyone owning or operat- 
ing them a “public utility,” subject as 
such to the regulatory provisions of 





2(1943) 3 FPC 544, 557, 646; (1946) 5 
FPC 551. 


_3From 1935-1940 the Commission assumed 
jurisdiction over acquisitions of nonjurisdic- 


tional facilities. Re Portland General Electric 
Co. (1938) 1 FPC 709; Re Public Service 
Electric & Gas Co. (1938) 1 FPC 748; Re 
Portland General Electric Co. (1939) 1 FPC 
773. From 1940-1944 it disclaimed jurisdiction 
over the acquisition of local distribution facil- 
ities in the three instances cited in footnote 
ll, infra, From 1944 to date it has assumed 
jurisdiction over such acquisitions in numer- 
ous cases. See cases cited footnote 1, supra, 
and Re Otter Tail Power Co. (1944) 4 FPC 
699; Re Utah Power & Light Co. (1944) 4 
FPC 791; Re Missouri Pub. Service Corp. 
(1945) 4 FPC 855; Re Wachusett Electric 
Co. (1945) 4 FPC 920; Re Worcester Subur- 
ban Electric Co. (1945) 4 FPC 929; Re Cen- 
tral Vermont Pub. Service Corp. (1945) 4 


FPC 1001; Re California Oregon Power Co. 
(1945) 4 FPC 1116; Re Connecticut Power 
Co. (1947) 6 FPC 451; Re Arkansas-Missouri 
Power Co. (1949) Opinion No. 176, 78 PUR 
NS 146; Re Hartford Electric Light Co. 
Docket No. E-6201, March 29, 1949; Re Atlan- 
tic City Electric Co. Docket No. E-6216, June 
23, 1949; Re California Electric Power Co. 
Docket No. E-6222, Oct. 25, 1949; Re Virginia 
Electric & Power Co. Docket No. E-6248, Dec. 
13, 1949; Re Kentucky Utilities Co. Docket 
No. E-6253, Dec. 20, 1949; Re Granite State 
Electric Co. Docket No. E-6256, Jan. 31, 1950; 
Re Metropolitan Edison Co. Docket No. E- 
6113, March 7, 1950. 

4 Section 201(e) reads as follows: 

“The term ‘public utility’ when used in this 
Part or in the Part next following means any 
person who owns or operates facilities subject 
to the jurisdiction of the Commission under this 
Part.” 
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the act. For, as we have indicated, it 
is unquestioned that the companies 
who formerly owned and operated the 
facilities and from whom they were 
acquired were not such “public util- 
ities,” and that Penelec’s status as a 
“public utility” is not dependent on 
these facilities. Our problem is 
whether § 203(a) requires Penelec, 
admittedly a “public utility” by reason 
of its ownership and operation of other, 
jurisdictional facilities, to obtain Com- 
mission approval before consummating 
such an acquisition of local distribution 
facilities. If it does, § 201(b), which 
defines jurisdictional facilities, makes 
plain that the Commission’s regulatory 
jurisdiction is not limited to transac- 
tions and activities involving only 
jurisdictional facilities: “ ... The 
Commission shall have jurisdiction 
over all facilities for such transmission 
or sale of electric energy, but shall not 


have jurisdiction, except as specifically 
provided in this Part and the Part next 


. over facilities used in 
.’ [Italics 


following, . . 
local distribution 
supplied. ] 

We come then to the questions as to 
the meaning of § 203 (a). The more 
immediately pertinent language of that 
section is that of the second clause: 
“No public utility shall... by any 
means whatsoever, directly or indirect- 
ly, merge or consolidate such facilities 
or any part thereof with those of any 
other person . . . without first having 
secured an order of the Commission 
authorizing it to do so.” Respondent 
seeks to support its first contention, 
that “merge or consolidate” must be 
construed to mean only transactions of 


a dispositive nature, by the argument; 
that Congress did not mean “purchase’ 
or “acquire” because it did not us 
those words, and that there is no pur 
pose to be served by Commission regy 
lation of acquisitions of facilities. 
the latter regard it says that if th 
facilities are jurisdictional facilities 
their disposition can be regulated un 
der the first clause of § 203(a); 
while if they are local distribution 
facilities there is no more reason to 
regulate their acquisition than their 
disposition, which latter clearly is not 
regulated. These arguments have been 
carefully considered. 

[3] With respect to the first, we 
feel that a possible meaning should not 
be rejected simply because it could have 
been expressed in other terms. Par- 
ticularly is that true where, as here, the 
effect of such a rejection would be to 
make the whole clause a nullity. That 
it would have that effect here is clear, 
for if “merge or consolidate” means 
only “to dispose of,” the second clause 
adds nothing to what has already been 
provided by the words: “sell, lease, or 
otherwise dispose of” in the first clause. 

[4] Nor can we agree that no con- 
gressional purpose is served by reading 
the second clause as applying to ac- 
quisitions of local distribution facili- 
ties. There is clearly involved the pur- 
pose of preventing possible excessive 
burdening or inflation of the acquiring 
“public utility’s” accounts — one of 
the notorious evils which the Federal 
Power Act and the Public Utility Act 
of 1935, of which it was part, were en- 
acted to remedy. We shall herein- 
after discuss this purpose more fully 





5 The first clause of § 203(a) reads: 

“No public utility shall sell, lease, or other- 
wise dispose of the whole of its facilities sub- 
ject to the jurisdiction of the Commission, or 
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any part thereof of a value in excess of $50,000, 
ll (without first having secured an order 
of the Commission authorizing it to do so). 
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and we shall point to the facts of this 
case which aptly illustrate one of those 
evils. Here it is sufficient to point out 
that such burdening or inflation of ac- 
counts could only occur in the acquir- 
er’s accounts—not in the disposing 
company’s. Hence Congress appropri- 
ately confined the regulation of disposi- 
tions, in the first clause of § 203(a), to 
dispositions of jurisdictional facilities. 
In such dispositions there are opportu- 
nities for regulatory action which can 
protect or promote integration and 
coordination of facilities subject to the 
jurisdiction of the Commission, which 
was also one of the primary purposes 
of the legislation. But the regulation 
of all acquisitions, by the second clause, 
affords opportunity for preventing the 
burdening or inflation of the acquiring 
public utility’s accounts, and the lan- 
guage should be construed to effectuate 
that purpose. 


Not only are respondent’s arguments 
against a reading of the second clause 
as applying to acquisitions of facilities 
therefore not persuasive, but we be- 
lieve the natural meaning of the lan- 
guage employed, particularly when 
read in the light of the congressional 
purpose referred to, requires such a 
meaning. 

“... by any means whatsoever, di- 
rectly or indirectly, merge or con- 
solidate such facilities or any part 
thereof” clearly was not written to de- 
scribe the strict legal concepts of cor- 
porate merger and _ consolidation.® 
This language speaks of merger or con- 
solidation of facilities, not of corporate 


entities. It expressly includes trans- 
actions involving parts of corporations’ 
facilities, and is not confined solely to 
transactions involving the whole of a 
corporation’s facilities as would ordi- 
narily be the case in a strict corporate 
merger or consolidation. 

When we turn to the dictionary de- 
finition of the terms merge and con- 
solidate we find that an acquisition and 
amalgamation of the facilities acquired 
into the acquirer’s existing system, 
such as is here involved, is squarely 
within the meaning of each. Funk & 
Wagnalls defines consolidate: “TI. ¢. I. 
To unite into a coherent mass; make 
solid, firm or coherent. 2. To com- 
bine into one body or system; form a 
union of: as, to consolidate the forces 
of anarmy. 3. To unite in one com- 
mon fund: as, to consolidate the city’s 
revenues. 4. Surg. To unite, as a bro- 
ken bone or a wound, by means of a 
consolidant.” And merger: “I. t. To 
sink the identity or individuality of; 
cause to disappear, be combined, or be 
swallowed up: with in or into.” 

The record here clearly discloses 
that by this purchase Penelec will com- 
bine its facilities and those purchased 
into a single system owned, main- 
tained, operated, and administered as 
one body or system; united; com- 
bined ; joined together. 


The purposes of Congress in the 
enactment of the statute as disclosed in 
the legislative history, already referred 
to, confirms the applicability of the sec- 
ond clause to such an acquisition. 
From the specifically declared inten- 





8“Strictly speaking, a consolidation means 
the unifying of two or more corporations into a 
single new corporation, having the combined 
capital, franchises, and powers of all of its con- 
stituents. And, strictly speaking, a merger 
means the absorption of one corporation by 
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another, which retains its name and corporate 
identity with the added capital, franchises, — 
powers of the merged corporation.” State 
Atlantic Coast Line R. Co. (1918) 202 Ala 558, 
560, 81 So 60, 62. 
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tions of the draftsmen of the bill, the 
explanations of the sponsors and even 
the conclusions reached by the oppo- 
nents of the bill, there is no doubt that 
§ 203 of the act was applicable to acqui- 
sition of facilities. 

Thus solicitor Dozier DeVane, one 
of the draftsmen of the proposed legis- 
lation, testified before the House Com- 
mittee on Interstate and Foreign Com- 
merce as follows :’ 

Mr. DeVane. . . . Section 205 has 
for its purpose the requirements that 
authority shall be obtained from the 
Commission for the encumbrance of 
property. 

Mr. Bulwinkle. 
panies. 

Mr. DeVane. Purchase and sale of 
property between companies. 

The § 205 referred to by Mr. De- 
Vane later became § 203 of the act, and 
in all material matters similar to 203. 

The application of the section as 
stated by Mr. DeVane followed a 
query by Congressman Huddleston 
whether the power to regulate the ac- 
quisition of property was provided to 
see that there was no loading down of 
the industry with unnecessary facil- 
ities. Mr DeVane replied :* 

Mr. DeVane. The control of the ac- 
quisition of sale is broader than that; 
it is much broader than that, Mr. 
Huddleston. 


“One of the great difficulties of the 
industry is that in the past fifteen 
years it has been entirely too much in 
the hands of bankers, and I say in all 
sincerity that I think a great many of 
the abuses referred to during this 
hearing are not properly chargeable to 


Sale between com- 


the operating people in the industry 
but are due to the belief that exists in 
the minds of many people in this 
country that they have just as much 
right to speculate with the property of 
the public service corporations as they 
have with the property of any other 
private business, and they have done 
it. 

“Control of the acquisition and 
sale of these properties in the public 
interest should put an end to this 
trafficing and the industry can offer no 
serious objection to a provision of this 
kind in the law. When the Congress 
says that these properties are going to 
be bought and sold in the public inter- 
est, the industry will, in my opinion, ac- 
quiesce in such a policy. 

Commissioner Seavey, another of 
the draftsmen of the bill, clearly set 
forth in his analysis of the section: 
a The following two sections 
make effective the Commission’s con- 
trol (§ 205) over the sale or encum- 
brance of facilities or the merger, con- 
solidation, or acquisition of properties, 
and (§ 206) over security issues of 
electric utilities subject to the Commis- 
sion’s jurisdiction.” 

At page 1261 of the House Hear- 
ings already cited, a memorandum by 
Ralph B. Feagin of Baker, Botts, 
Andrews, and Wharton, of Houston, 
Texas, opponents of the bill, recog- 
nized that § 205 (the present § 203) 
was applicable to “‘acquisition or sale 
of securities or capital assets, con- 
solidations or mergers, (etc.).” 


The analysis of the section in a mem- 
orandum submitted on behalf of the 
Electric Bond & Share Co. is to the 





7 Hearings, House Committee on Interstate 
and Foreign Commerce, on H.R. 5423, 74th 
Cong. Ist Sess. p. 2152. 
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8 Ibid. pp. 2150, 2151. 
9 Ibid. p. 385. 
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same effect. See page 2297 of the 
House Hearings. 

And finally, the Minority Views of 
the Senate Committee Report (Re- 
port No. 621 on S. 2796, 74th Cong. 
Ist Sess. p. 5) leave no doubt that the 
section was interpreted as granting 
the Commission jurisdiction over “ac- 
quisition of any facilities or assets.” 

We therefore turn to respondent’s 
further argument, that if the second 
clause of § 203(a) applies to acquisi- 
tions at all, it does not apply to an ac- 
quisition of local distribution facil- 
ities. 

Any attempt to arrive at the answer 
to the question thus raised must be- 
gin with a careful consideration of the 
wording of the second clause of § 203 
(a). The language “merge or con- 
solidate such facilities or any part 
thereof with those of any other per- 
does 


son,” presents the question: 
“those” include purely local distribu- 
tion facilities? The meaning of the 
critical word “those” is not altogether 


clear. It may refer to facilities in a 
more general sense, rather than spe- 
cifically to “such facilities.” If so, the 
clause means: merge or consolidate 
facilities subject to the jurisdiction of 
the Commission with facilities of any 
other person. 

The antecedent of “such facilities” 
is found in the words “facilities sub- 
ject to the jurisdiction of the Commis- 
sion.” But the difficulty with treat- 


ing this phrase as fixing the meaning 
of “those” is that in that case the “per- 
son” referred to by the words “any 
other person” would in every case be a 
“public utility” (by reason of its own- 
ership of such jurisdictional facilities ) 
and this would conflict with Congress’ 
use of the term “person” in a more 
broadly inclusive sense than the term 
“public utility.” “Person” is not only 
expressly defined (§ 3) more broadly 
than “public utility’ (§ 201) but is 
consistently so used throughout the 
act, in careful distinction from the term 
“public utility.” Other examples of 
Congress’ use of the two terms in jux- 
taposition in the same section with in- 
tentionally distinct meanings are found 
in §§ 202(b), 204(a), 205(b).” 

In order to give significance to the 
breadth of the term “person” it is 
therefore necessary to read it as in- 
cluding some who own or operate only 
facilities other than the jurisdictional 
facilities referred to in the grammatical 
antecedent of “‘such facilities,” and to 
construe “merge or consolidate .. . 
with those,” as including a merger or 
consolidation with such other facilities. 

How broadly should “those” be con- 
strued in order to give Congress’ use 
of the word “person” proper significa- 
tion? This is the question that has 
given this Commission difficulty, re- 
flected in the orders already referred 
na 


One construction of “those” would 





10 202(b) 

“Whenever the Commission, upon applica- 
tion of any state Commission or of any person 
engaged in the transmission or sale of electric 
energy, and after notice to each state Commis- 
sion and public utility,” etc. 

204(a) 

“No public utility shall issue any security, or 
assume any obligation or liability as guarantor, 
indorser, surety, or otherwise in respect of any 
security of another person, unless and until, and 
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then only to the extent that, upon application 
by the public utility,” etc. 

205 (b) 

“No public utility shali, with respect to any 
transmission or sale subject to the jurisdiction 
of the Commission, (1) make or grant any 
undue preference or advantage to any person 
or subject any person to any undue prejudice or 
disadvantage,” etc. 

{italics supplied. ] 

1 Re The Maryland Pub. Service Co. (1940) 
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be to go only so far as necessary to 
eliminate any limitation of the facil- 
ities referred to, to those used in inter- 
state commerce. So _ construed, the 
second clause of § 203(a) would ap- 
ply to any merger or consolidation by 
a public utility of its facilities subject to 
the jurisdiction of the Commission 
with facilities for the transmission or 
sale at wholesale of electric energy in 
(interstate or intrastate) commerce. 

This basis would explain all of this 
Commission’s three orders disclaim- 
ing jurisdiction over acquisitions of 
local distribution facilities prior to 
1944" as well as the Commission’s as- 
sertion of jurisdiction in 1939 over an 
acquisition of an intrastate transmis- 
sion facility in Re Portland General 
Electric Co. [1939] (1 FPC 773, 774, 
finding (12) ).™ 


Furthermore such an interpretation 


could be supported as serving the con- 
gressional purpose of securing the in- 
tegration and codrdination of facilities 
for transmission and sale at wholesale 
in interstate commerce. Cf. §§ 202(a) 


and (b); 203(b). For, clearly, 
mergers of public utilities’ interstate 
transmitting and wholesaling facilities 
may provide effective opportunities for 
regulatory action protecting and pro- 
moting the integration and codrdina- 
tion intended to be advanced by the act. 

But another and important pur- 
pose of Congress was to remedy and 
prevent the recurrence of the corpo- 
rate and financial abuses which flour- 
ished in the utility field in the nineteen 


twenties. Federal Trade Commission 
Report, Sen. Doc. 92, 70th Cong. 1st 
Sess. Part 73 A, pp. 117, et seq.. 
Part 72, Chap V, pp. 179-304; see 
the testimony of draftsmen of the bill 
and others on § 203 referred to above; 
Davis, Influence of F.T.C. Investiga- 
tions, 14 Geo. W.L.R. 21; DeVane, 
Highlights of Legislative History, 14 
Geo. W.L.R. 30, 35, 36; compare 
House Hearings on H. R. 2972 and 
2973, 80th Cong. Ist Sess. pp. 334, 
335, 509-512, 530, 533-535, 539-541. 
Noteworthy among those evils was 
the transfer of utility properties from 
one corporation to another at greatly 
increased figures, and the weighting 
down of the capital structures of util- 
ities with excessive capitalization and 
inflation. 

Thus a major purpose of Congress 
in enacting the statute as well as the 
explicit definition of the word “per- 
son” is given full effect by interpret- 
ing the second clause of § 203(a) to 
include all mergers or consolidations 
by a public utility with any electric 
utility operating property which might 
be vehicles for excessive capitalization 
or inflation of electric utility plant ac- 
counts, or, at any rate, all that ex- 
ceed the whole-or-$50,000-value mini- 
mum. 

We have therefore concluded that 
the “merge or consolidate” clause 
should be read as applying to a trans- 
action such as the present one in which 
a “public utility’ acquires and merges 
its facilities subject to the jurisdiction 





2 FPC 700; Re Portland General Electric Co. 
(1941) 2 FPC 1020; Re Pennsylvania Electric 
Co. (1942) 3 FPC 646. 

12 Such facilities not including facilities used 
for generation, in local distribution, or for the 
transmission of electric energy consumed whol- 
ly by the transmitter. 

13 See footnote 3, supra, p. 3. 
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14 The order in the Portland Case would be 
in conflict with the other decisions prior to 1944 
cited in footnote 11, if those decisions were to 
be regarded as disclaiming jurisdiction over all 
acquisitions. So also as to orders authorizing 
acquisitions of jurisdictional facilities. See e.g., 
4 Roberts County Power Co. (1940) 2 FPC 
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of the Commission with electric util- 
ity facilities of other persons, even 
though used solely for local distribu- 
tion.’ A consideration of the pur- 
chase price paid, to which we turn 
next, will illustrate the utility of such 
a reading of the act to serve the ends 
of Congress in enacting the statute. 


The Purchase Price and Accounting 
for the Excess over Depreciated 
Original Cost 


[5] We have searched the record in 
vain for an adequate explanation of 
why Penelec should pay $300,000 for 
local distribution facilities having a 
depreciated cost of $136,048.14, 
amounting to an excess of $163,951.86, 
or 120 per cent. 

The evidence, consisting of respond- 
ent’s own officers’ testimony, is that 
the depreciated original cost of $136,- 
048.14 represented the physical value 
of the facilities acquired and that the 
only justification for paying the ad- 
ditional 120 per cent was that it rep- 
resented the value of possible future 
earnings and economies resulting from 
the merger of the properties with those 
of Penelec. 


But there is no adequate support for 
any such attempted justification. An 
exhibit put in by respondent shows an- 
nual net operating revenue of $10,500 
for all three properties, or a little over 
3 per cent on an investment of $300,- 
000. Respondent’s vice president 


Kirsch said that 3 per cent was not 
a fair return and indicated the absence 
of any prospect of earning a fair re- 
turn on the investment: 

Q. That would mean that you 
would have to increase the net revenue 
by about eight or nine thousand dol- 
lars, I suppose, to bring it up to about 
6 per cent. Did you have anything 
not reflected here to indicate how you 
were going to get that increase in 
revenue, or how long it would be be- 
fore you would be able to get that in- 
crease? 

A. No, I couldn’t anticipate the 
time necessary to bring it up to that 
basis. 

The only possibility for increasing 
the revenues from these particular 
properties is by increasing per custom- 
er consumption which, if it rose to re- 
spondent’s averages,* would increase 
the gross annual revenue from $126, 
000 to $178,000, but respondent had 
not computed what the effect, if any, 
of such increase in gross revenues 
would be on net income. Nor was re- 
spondent able to show an estimate of 
operating economies, if any, or indicate 
how they would arise. 

Furthermore, any possibility of in- 
crease in net revenues from either of 
these directions would be offset in 
whole or part by the apparent neces- 
sity for nearly doubling the deprecia- 
tion charges if they are to be made 
adequate. 





15 We are aware of some bits of legislative 
history of the Federal Power Act that are am- 
biguous or possibly verbally inconsistent with 
such a reading. We believe, however, that the 
interpretation we have placed on the section is 
most faithful to the literal wording of the stat- 
ute, most consonant with the major purposes of 
the legislation, and is at the same time simple 
and workable. 

158 Respondent is putting its own standard 
retail rates into effect in Cresson, Gallitzin, and 
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Hastings, thus reducing rates by approximately 
$30,000 a year. The effect of this reduction 
is to give the consumers in those communities 
approximately the amount of the profit which 
Pennsylvania Coal and Coke Corporation had 
previously extracted. Although Pennsylvania 
Coal and Coke owned no electric facilities it- 
self, it bought energy from Penelec and resold 
to its three electric subsidiaries at approximate- 
ly $30,000 a year profit, while Penelec made 
delivery direct to the subsidiaries. 
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But it does not follow that Penelec 
proposes to throw away its own money. 
It proposes to recoup the $163,951.86 
excess through annual charges of ap- 
proximately $11,000 each to operating 
expenses for the next fifteen years. It 
will classify the excess in Account 100.- 
5, Electric Plant Acquisition Adjust- 
ments, and proposes to amortize it 
through charges to Account 505, Am- 
ortization of Electric Plant Acquisi- 
tion Adjustments, in the operating ex- 
pense section of the income statement, 
“above the line’ of return on invest- 
ment. In this way over the next fif- 
teen years if the rates from its cus- 
tomers generally provide sufficient 
revenue to defray operating expenses 
(including this $11,000 item, taxes 
and depreciation) plus a fair return on 
its net investment (including the por- 
tion of the $163,951.86 not pre- 
viously amortized) Penelec would col- 
lect the entire excess from its cus- 
tomers. 

But as we said in Re Virginia Elec- 
tric & Power Co. ([1944] 4 FPC 51, 
54, 55, 53 PUR NS 70, 73): 

“ So long as a prospective 
purchaser of a utility property has the 
assurance that consumers can be com- 
pelled to foot the bill, there is no incen- 
tive to insure that such transactions 
will be consummated in a manner that 
will serve the public interest in econom- 
ical electric service. 

“Such a bargain may be the result 
of protracted ‘arm’s-length’ negotia- 
tions between the buyer and the seller, 
but the third party to the transaction— 
the rate-paying customer—is not con- 
sulted and has no protection except 


through the vigilance of regulatory au- 
thorities. It was this type of abuse, 
among others, which the Holding 
Company Act and the Federal Poy. 
er Act were designed to prevent.” 

While the dollar amounts here 
involved are relatively small, the 
principle is plain: this is the “value 
merry-go-round’”* again. Upon that 
merry-go-round it is only necessary to 
assume a utility property has a value, 
however excessive ; use that value asa 
basis for obtaining revenues that will 
provide a return on it; and the ex- 
istence of the value is proved. 

No other reason why Penelec should 
be willing to pay such an excessive 
price appears from the record. Penelec 
does not appear to be affiliated with 
Pennsylvania Coal and Coke Corpora- 
tion which owned the selling compa- 
nies, or its parent Clearfield Bitumi- 
nous Coal Company, or that corpora- 
tion’s parent, New York Central Rail- 


. road. Penelec has heretofore supplied 


all of the energy requirements of these 
properties as well as Pennsylvania Coal 
and Coke Corporation’s requirements 
for its mines in the vicinity. But we are 
without evidence of any benefit Penelec 
might expect to derive from such an 
excessive payment, and certainly with- 
out any evidence which would justify 
treating the amortization of the excess 
as an operating expense. 

Under such circumstances, upon an 
application duly filed by Penelec under 
§ 203(a) for authority to consummate 
the transaction we would have found 
that the public interest requires that 
the excess of the acquisition cost over 
depreciated original cost be amortized 





16 See Hale, The Fair Value Merry-Go- 
Round, 33 Ill L Rev 517; cf. Federal Power 
Commission v. Hope Nat. Gas Co. (1944) 320 
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US 591, 601, 88 L ed 333, 51 PUR NS 1393, 
64 S Ct 281. 
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out of income by equal monthly 
charges over a period of not to ex- 
ceed five years to Account 537, Mis- 
cellaneous Amortization, “below the 
line,” and we would require such ac- 
counting as a condition to granting our 
authorization for the consummation of 
the transaction. In the present circum- 
stances, we find that it is necessary and 
appropriate to the administration of 
the act to require such amortization 
as a condition to the retention of 
the properties and as proper account- 


ing. 


Imposition of Penalties Not Here Im- 
portant to the Administration 
of the Act 


[6] Respondent argues that if it 
has violated § 203, its violation was 
not one committed wilfully and know- 
ingly within the meaning of § 316(a), 
16 USCA § 8250, citing Rainbow 


Drying & Cleaning Co. v. Bowles 
(1945) 80 US App DC 137, 150 F2d 
273, and McRae v. Creedon (1947) 


162 F2d 989. It argues that “where 
the words ‘wilful and knowing’ are 
used in a criminal statute, the accused 
must have acted ‘with a bad purpose,’ ” 
citing Felton v. United States (1878) 
96 US 699, 24 L ed 875 and Screws 
v. United States (1945) 325 US 91, 
89 L ed 1495, 65 S Ct 1031. Our 
staff replies that even under the cri- 
teria enunciated in the Rainbow and 
McRae Cases respondent’s violation 
was knowing and wilful and argues 
that the Felton and Screws Cases are 
inapplicable to an act which is malum 


prohibitum as distinguished from one 
malum in se, citing United States v. 
Illinois C. R. Co. (1938) 303 US 239, 
242, 243, 82 L ed 773, 58 S Ct 533, 
and Sinclair v. United States (1929) 
279 US 263, 299, 73 L ed 692, 
49 S Ct 268, as controlling. It points 
to the three months of correspondence 
and conferences during which respond- 
ent could have obtained a Commission 
decision as to the proper interpreta- 
tion of § 203(a), and to the fact that 
the respondent consummated the trans- 
action in the face of a Commission 
order initiating a formal proceeding to 
determine that question. 

However, in view of the fact that 
we have in our orders prior to 1944 
manifested some uncertainty as to the 
proper construction of the language of 
the section, and have not heretofore 
formally announced our reasons for 
our interpretation, we abstain from any 
findings or action in regard to penal- 
ties. We feel that an authoritative 
settlement of the substantive question 
is of more importance to the adminis- 
tration of the act than exaction of pen- 
alties from respondent. This is par- 
ticularly true under the circumstances 
of this case where the only adverse 
element of the substantive transaction 
itself appears to be in the amount of 
the purchase price, as to which we can, 
and by our order herein will, require 
the accounting treatment which we 
would have required if the matter had 
been duly submitted to us by an ap- 
plication for advance approval. 

An appropriate order will be entered. 
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Re Associated Telephone Company, 
Limited 


Decision No. 44135, Application No. 30339 
May 2, 1950 


PPLICATION for authority to increase telephone rates; rate 
l \ increase authorized. 


Accounting, § 32 — Telephone company — Cost of materials and supplies. 


1. Only the actual cost of materials purchased by a telephone company 
from war surplus stock should be recorded in its books of account, p. 112. 


Expenses, § 112 — State corporation franchise tax — Current basis. 
2. The state corporation franchise tax should be placed on a current basis 
in an earnings estimate, since the magnitude of taxes on income is affected 
by any changes in revenues or expenses, including changes in rates, p. 112. 
Expenses, § 109 — Ad valorem taxes — Accrual basis. 


3. The effect of accruing ad valorem taxes during the preceding calendar 
year, not only upon tax accruals but also upon cash working capital require- 
ments, has been recognized, although most utilities follow the practice of 
accruing the ad valorem taxes for a given fiscal year during that fiscal year, 
p. 112. 

Expenses, § 49 — Past service pension cost. 


4. A telephone company was allowed to deduct past service pension costs 
which were a portion of amounts charged to operating expense in prior 
years and representing the amount currently deductible for tax purposes 
in computing estimated taxes on income, p. 112. 


Valuation, § 224 — Additional plant investment — Dial telephone conversion. 


5. A telephone company’s rate base should reflect on a full-year basis the 
additional plant investment incident to dial conversion where the company 
has included the expense savings from dial conversions on a full-year basis, 
p. 114. 

Return, § 24 — Maintenance of credit — Telephone company. 
6. A telephone company’s earnings must be sufficient to preserve and main- 
tain its credit and to permit it to sell additional securities upon reasonable 
terms, where it is in the public interest for it to proceed with its program 
of plant expansion, p. 115. 

Rates, § 544 — Telephone — Business individual line messages. 
7. The closing of a telephone company’s business individual line message 
rate extended schedule was considered undesirable, p. 117. 

Rates, § 538 — Telephone — Uniformity. 


8. Rates for telephone service applicable in any one area should not place 
an unreasonable burden on the balance of the company’s customers, p. 118. 
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APPEARANCES: Marshall K. Tay- 
lor, Donald C. Power, and O’Melveny 
& Myers by Harry L. Dunn and Sid- 
ney H. Wall, for applicant ; K. Charles 
Bean, T. M. Chubb, and Roger Arne- 
bergh, for the city of Los Angeles; J. 
|, Deuel and Edson Abel, for the Cali- 
fornia Farm Bureau Federation ; Hen- 
ry M. Busch, for the cities of Ontario 
and Upland; William J. Donahue, for 
Aerojet Engineering Corporation; 
Joel E. Ogle, for the county of Orange; 
Emmett J. Ward, for the Director of 
the State Department of Finance, state 
of California; Irving M. Smith and 
Joseph B. Lamb, for the city of Long 
Beach; H. R. Griffin, for the city of 
San Bernardino; Carroll Weberg, for 
the Bellflower Chamber of Commerce; 
Frank V. Rhodes, for the California 
Independent Telephone Association ; 
Royal M. Sorensen, for the city of 
Santa Monica; Henry E. Jordan, for 
the Bureau of Franchises and Public 
Utilities of Long Beach; and R. Joel 
Andrus, in propria persona. 


By the Commission: By the above- 
entitled application, filed May 24, 
1949, and amended August 22, 1949, 
the Associated Telephone Company, 
Ltd., sought authority to increase cer- 
tain telephone rates and charges in the 
amount of $2,493,680 annually. The 
applicant is a California corporation 
engaged in furnishing telephone ex- 
change and toll service to approxi- 
mately 390,000 telephone stations in 
34 exchanges located in the counties of 
Los Angeles, Orange, San Bernardino, 
Santa Barbara, Ventura, Tulare, 
Kern, and Fresno. 

Public hearings were held on Sep- 
tember 15 and 16, 1949, in Los An- 
geles, before Commissioner Huls and 
examiner Howard; and on October 3, 
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1949, before examiner Chiesa. On 
October 3rd, the applicant’s motion 
for an interim increase was taken un- 
der submission, and the hearing was 
adjourned to a date to be set. An 
interim rate increase totaling $1,100,- 
000 on an annual basis was authorized 
by Decision No. 43423 issued October 
18, 1949, 82 PUR NS 25. The toll 
rates and installation charges author- 
ized were effective November 16, 
1949, and the exchange rates were ef- 
fective by billing periods beginning as 
of that date. 

On December 23, 1949, applicant 
filed an amendment to the amended 
application for the purpose of (1) 
bringing within the application the 
Oxnard, Santa Paula, Thousand Oaks, 
Fowler, Lindsay, and Reedley ex- 
changes, acquired by the applicant 
since the filing of the first amended 
application, and (2) revising the esti- 
mate of toll revenues set forth in said 
first amended application which had 
been testified to during the course of 
the hearings held in September, 1949. 
On February 21, 1950, the applicant 
filed another amendment, titled the 
third amended application, requesting 
further increases in rates to provide 
annual operating revenues of approxi- 
mately $3,742,000, in addition to the 
$1,100,000 authorized in the interim 
order. 

Public hearings on the third amend- 
ed application were held on March 8, 
9, and 10, 1950, in Los Angeles, be- 
fore Commissioner Huls and examin- 
er Howard. During the course of 
these hearings, evidence was intro- 
duced by witnesses for the applicant, 
the Commission staff, and other inter- 
ested parties. After completion of the 
direct presentations by the parties, ap- 
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plicant agreed to submit the matter, applicant’s telephone stations increased 
subject to filing of briefs within ten from 215,939 to 387,546, or 79 py 
days, in lieu of further hearings for . Over 95 per cent of the tele 
the purpose of cross-examination. phone stations served by the applicant 
This suggestion met with approval of are dial. The applicant’s construction 
the other interested parties present, program during 1950 is estimated to 
and the matter was submitted subject result in a net increase of approxi- 
to the filing of briefs. mately $18,891,000, or 26 per cent in 

In reviewing the evidence, we shall the investment in telephone plant, 
not repeat that which was set forth in The primary purposes of this large 
the interim opinion and order (De- plant expansion program are to pro- 
cision No. 43423, dated October 18, vide sufficient facilities to furnish sery- 
1949, supra) in this present proceed- ice to applicants waiting for telephone 
ing, and this opinion and order should service, of which there were 18,98) 
be read as though said decision were on January 1, 1950, and to make avail- 
incorporated herein, modified to the able higher grades of service for pres- 
extent warranted by the additional evi- ent subscribers who desire to be up- 
dence now before the Commission. graded or are being furnished a lower 

By reason of the continued rapid grade of service on a deviation basis. 
population growth and increase in de- 
mand for telephone service in the ter- 
ritory served, the upward trend in ap- The following table presents a com- 
plicant’s plant and facilities experi- parison of the applicant’s and the 
enced during the past several years is Commission staff’s estimates for the 
continuing. The evidence shows that year 1950 under the rates presently 
the applicant’s investment in telephone in effect, and shows also the results 
plant in service increased from $33,- under proposed rates as estimated by 
093,337 on January 1, 1947, to $73,- the applicant. The results are related 
418,219 on January 1, 1950, or 122 to an original cost rate base less de- 
per cent. During the same period, preciation reserve: 


Earnings 


1950 Estimates—Present Rates a 
Commission Difference—Staff Estimate 
Company Staff Exceeds Company Proposed 

Item Estimate Estimate Amount Per Cent Rates 
Operating Revs. .............. $20,181,668 $20,463,000 $281,332 1.4% $23,923,276 
Chperatite Tes, .6..ccccccecce 10,777,800 10,800,000 22,200 0.2 10,777,800 
Depreciation Exp. ............. 3,562,607 3,275,000 (287,607) (8.1) 3,562,607 
3,515,474 3,374,000 (141,474) (4.0) 5,062,078 


Total Operating Expenses 17,855,881 17,449,000 (406,881) (2.3) 19,402,485 

Net Revenue .+» 2,325,787 3,014,000 688,213 29.6 4,520,791 

Rate Base 69,550,633 69,575,000 24,367 0.0 69,550,633 
3.34% 4.33% 0.99% 6.50% 





( )=Red Figure. 


Witnesses for the applicant testified that minor adjustments might be jus- 
that further review since filing the tified in certain revenue and expense 
application indicated the possibility amounts included in Exhibit D-2. 
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These minor adjustments would have 
, negligible effect on the level of 
armings. 

The difference between the appli- 
ant’s and the staff’s estimates for the 
alendar year 1950 at present rates is 
jue principally to (1) the use by the 
staff of an estimated average station 
figure of 411,000, compared to the 
409,161 used by the applicant, (2) the 
saff’s estimates of expenses for 1950 
being based on twelve months’ ex- 
perience in 1949, compared to nine 
months’ experience used by the ap- 
slicant, (3) the staff’s normalizing 















Vail. 2s 

Jres. fy directory advertising revenues and ex- 
up. a pense savings due to dial conversions 
PB ior the full year 1950, whereas the ap- 





plicant included them as of the date 
they were to become effective, (4) a 
difference in the basis of estimating ad 
valorem taxes, (5) the staff’s use of 
lower depreciation rates than those 
used by the applicant, and (6) the 
staff’s adjustments to the recorded in- 
vestment in telephone plant and to 
the recorded depreciation reserve to 
reflect actual cost of certain war sur- 
plus materials purchased by the appli- 
cant. 

The staff’s estimate of station 
growth for 1950 is the same as the 
applicant’s estimate. The difference 
in estimated average stations for the 
year resulted from the fact that the 
applicant added the estimated growth 
in 1950 to the stations estimated to 
be in service at the end of 1949, based 
on data available as of September 30, 
1949, whereas the staff added the es- 
timated growth to the actual stations 
at the end of 1949, 


















Revenues 
The difference between the appli- 
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cant’s and the staff’s estimates of lo- 
cal service revenues is due to the dif- 
ference in estimated average stations. 
The staff’s estimate of $14,777,000 
appears to be reasonable. 

The net difference in toll service 
revenues, after making allowance for 
the higher average station figure used 
by the staff, is about $61,000, or 1.2 
per cent. The staff’s figure was based 
on a projection through 1950 of a 
smooth curve fitted to the monthly 
toll revenues for the last half of 1948 
and all of 1949, whereas the applicant’s 
figure was based to a large extent on 
a judgment decision that toll revenues 
per station would decline to the level 
experienced in 1943. After careful 
consideration of the evidence, we con- 
clude that $5,000,000 is a reasonable 
estimate of toll service revenues for 
1950. 

Miscellaneous revenues estimated by 
the staff are higher than those esti- 
mated by the company because the di- 
rectory advertising increases author- 
ized by the Commission in 1949, which 
will become effective on different dates 
throughout 1950, were included by the 
staff on an annual basis. We believe 
the staff’s treatment to be proper for 
such revenues. 


Operating Expenses 


Maintenance and commercial ex- 
penses estimated by the staff are high- 
er than those estimated by the appli- 
cant because of the difference in 
estimated average stations. Traffic 
expenses estimated by the staff normal- 
ized savings which will be realized fol- 
lowing dial conversions scheduled for 
1950. 

Differences in the staff’s and appli- 
cant’s estimates of general office sal- 
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aries and expenses and other operating 
expenses are minor in character and 
amount. 

The applicant, in its brief, pointed 
out an inconsistency in the staff’s 
estimate of expenses, relative to those 
which will become effective or will be 
eliminated during the year. In calcu- 
lating the rate of return to be realized 
from the rates authorized herein, the 
savings from dial conversion are re- 
flected on a full-year basis and, con- 
sistent therewith, adjustments have 
been made in operating rents, rate 
base, depreciation expense, and tax- 
es. 


Depreciation Expense 


Depreciation rates used by the ap- 
plicant and those used by the staff in 
calculating the depreciation expense 
were determined on a straight-line 
basis. Service lives and salvage fac- 
tors were estimated by both the appli- 
cant and the staff in developing the 
depreciation rates for the individual 
accounts. The composite depreciation 
rate, excluding Account 264, Vehicles 
and Other Work Equipment, estimat- 
ed for the year 1950 by the applicant 
is 4.80 per cent, whereas that esti- 
mated by the staff is 4.38 per cent. 
The evidence reveals that the applicant 
does not have data readily available 
for the derivation of mortality statis- 
tics from which depreciation lives and 
salvage factors can be determined. 
The evidence further shows that the 
staff witness adopted the depreciation 
rates shown at page 24 of Exhibit 53 
after consultation and detailed discus- 
sion with other engineers of the Com- 
mission staff. The staff has available 
the lives and salvage factors used for 
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rizes the 1950 tax estimates of appli- 








other California telephone operations 
in the same general areas as those of 
the applicant, for which mortality sta- 


















































































































































tistics have been maintained. For the Tyt 
purpose of this proceeding, the staff's Ad v 
estimates of depreciation expense will a 
be adopted. State 
No finding will be made herein as _ 
to the correctness of the applicant’s de- ; 
preciation accounting. As indicated x} 
by the record in this proceeding, the 
applicant has never made a compre- Of 
hensive study as to the adequacy of its valc 
depreciation reserve or its depreciation $63 
rates, even though the reserve at the tim 
end of 1949 amounted to approximate- plic 
ly $16,674,000 and estimated accruals fere 
to the reserve in 1950 are over $3,250,- rea 
000. The record also indicates that ma 
at present the applicant lacks sufficient apy 
data to make such studies. The appli- 19. 
cant should take immediate steps to est 
correct this situation, so that the neces- crt 
sary statistical data will be available, the 
not only for the future, but also for est 
past experiences as well, to the extent 
that it can be developed from appli- ut 
cant’s existing records. th 
[1] The testimony of a staff wit- ye 
ness indicated that the company has ec 
recorded on its books of account more pr 
than the actual cost of certain ma- is 
terials purchased from war surplus 0 
stocks. Inasmuch as this is not in ac- v 
cordance with the uniform system of h 
accounts, the company should take 
steps immediately to prevent the con- I 





tinuation of such procedures and to 
correct its records so as to show only 
the actual cost of such materials. 











Taxes 


[2-4] The following table summa- 
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cant and the Commission staff, and 
shows that the principal differences 


Type of Tax 
Ad valorem 
Other local 
Social Security 
State corp. franchise 
Federal income 


are in ad valorem taxes and in taxes 
on income: 


Difference 
Amount Per Cent 


$1,618,200  $(282,237) (14.9) % 
295,5 5,308 18 


395,000 (22,423) (5.4) 
108,700 15,544 16.7 
956,400 142134 17.5 


Staff 





( )=Red Figure. 


Of the $282,237 difference in ad 
valorem tax estimates, approximately 
$63,500 is due to differences in the es- 
timates of assessed valuation and ap- 
plicable tax rates. As to these dif- 
ferences, the staff’s estimates appear 
reasonable. The remainder, approxi- 
mately $218,700, is due to the fact that 
applicant’s estimate represents 1950, 
1951 fiscal year taxes, while the staff’s 
estimate, which follows applicant’s ac- 
crual procedure, comprises one-half of 
the 1949-1950 taxes plus one-half of 
estimated 1950, 1951 taxes. 

While the majority of California 
utilities follow the practice of accruing 
the ad valorem taxes for a given fiscal 
year during that fiscal year, several 
companies accrue the tax during the 
preceding calendar year. Where this 
is done, the effect of such practice, not 
only upon tax accruals but also upon 
working cash capital requirements, 
has been recognized. 

Applicant states that the staff’s ad- 
herence to the book accrual basis for 
ad valorem taxes in the present pro- 
ceeding is inconsistent with its use of 
a current-basis estimate for state cor- 
poration franchise tax. The magni- 
tude of taxes on income is affected 
by any changes in revenues or ex- 
penses, including changes in a utility’s 
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3,373,800 (141,674) (4.0) 


rates for service. For this reason, the 
Commission has uniformly placed the 
state corporation franchise tax on a 
current basis in earnings estimates. 
Ad valorem taxes are not affected by 
such factors; hence, estimates have 
been based in each case upon the com- 
pany’s accrual procedure. In this in- 
stance, due to the very large construc- 
tion program and an increase in tax 
rates, the applicant is faced with an 
estimated increase of over 30 per cent 
in ad valorem taxes in a single year. 
Giving consideration to this unusual 
circumstance, an amount of $1,740,000 
will be adopted for ad valorem taxes 
for the year 1950. 


In computing estimated taxes on 
income, the applicant has deducted 
$103,542 of past service pension costs, 
being a portion of amounts charged 
by it to operating expense in prior 
years and representing the amount 
currently deductible for tax purposes. 
To be consistent with a policy of ex- 
cluding past service pension charges 
from operating expenses, the staff did 
not make this deduction. In view of 
the circumstances surrounding the pro- 
vision for applicant’s past service pen- 
sion obligations, it is believed that 
equity justifies making the deduction 
in this instance. 
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Rate Base 


[5] There is little controversy as 
to the rate base, the company and 
staff estimates for 1950 differing by 
only $24,367. Inasmuch as we have 
included the expense savings from 
dial conversions on a full-year basis, 
the rate base should likewise reflect 
on a full-year basis the additional 
plant investment incident to such dial 
conversions. Applying this adjust- 
ment, estimated at $460,000, to the 
staff’s rate base of $69,575,000 re- 
sults in a rate base of $70,035,000 
which is hereby adopted. 


Summary of Present Earnings 


Giving effect to the adjustments 
hereinabove discussed, the estimated 
results of operations for the year 1950 
under present rates are as follows: 


$20,409,000 
10,839,000 
3,290,000 
3,416,000 


17,545,000 
2,864,000 
70,035,000 
4.09% 


Revenues 
Operating Expenses 
Depreciation Expense 


Total Operating Expenses 
Net Revenue 
Rate Base 
Rate of Return 


Financing of Properties 


In general, applicant has financed 
its net investment in its properties 
through the issue of first mortgage 
bonds, preferred stock, and common 
stock and through the use of earnings. 
The record contains testimony and ex- 
hibits showing the terms under which 
it has disposed of its outstanding se- 
curities, the effective interest rates, the 
earnings and dividends on the com- 
mon stock and the interest and divi- 
dend requirements. The following 
tabulation shows the amount of each 
class of security outstanding at the 


close of 1949 and as estimated by ap- 
plicant at the close of 1950: 
1949 
$33,618,000 


13,854,820 
14,160,755 


61,633,575 


1950 
$41,618,000 
17,354,820 
17,660,755 


76,633,575 


Preferred stock 
Common stock 





A member of the Commission staff 
estimated the effective interest rate ap- 
plicable to the presently outstanding 
bonds at 3.01 per cent and to the pre- 
ferred stock at 4.70 per cent, with a 
weighted average for the two classes 
of securities of 3.51 per cent. With 
respect to the common stock, which is 
divided into shares of the par value 
of $20 each, the record shows that 
during the last five years the earnings 
per share, based on the number of 
shares outstanding at the close of the 
year, and the dividends paid, have 
been as follows: 


Dividends 
Amount Per Cent 
$1.32 
2.00 
1.80 
1.60 
1.60 


Earnings 


A witness called on behalf of ap- 
plicant testified that applicant required 
annual net earnings of $4,806,355 to 
pay interest and dividends on the stock 
and bonds estimated to be outstand- 
ing at the close of 1950, including an 
allowance of $2.66 a share on the com- 
mon stock which he asserted is neces- 
sary to enable applicant to sell addi- 
tional shares. However, in arriving 
at his conclusions it appears, from Ex- 
hibit 9 dated September 15, 1949, that 
he estimated the issue during 1949 of 
$6,000,000 of bonds on a 34 per cent 
basis, $2,000,000 of preferred stock 
and $5,000,000 of common stock, 
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whereas the actual issues during the 
year, according to a later exhibit (No. 
53) included $9,000,000 of bonds on 
a 2.9 per cent basis, $2,037,200 of pre- 
ferred stock (exclusive of shares is- 
sued in payment for properties) on a 
basis of slightly less than 5 per cent, 
and $2,483,680 of common stock. In 
the witness’s calculations, no allow- 
ance was made for interest during con- 
struction, which, based upon appli- 
cant’s estimate, would increase the net 
income available for dividends by 
$120,000 or approximately 15 cents 
a share on the average number of 
shares estimated to be outstanding dur- 
ing 1950. In connection with the 


common stock it should be noted that 
while all the presently outstanding 
shares are held by General Telephone 
Company, the witness for applicant 
based his figure of $2.66, as the re- 
quired earnings, on the assumption 


that the market price of shares of ap- 
plicant’s stock should be 7.5 times the 
earnings per share and that a public 
offering of common shares at par ($20 
a share) would be at a price approxi- 
mately equivalent to 7.5 times the re- 
ported required earnings of $2.66. 
There is nothing in the record, how- 
ever, to indicate that applicant is con- 
templating the public offering of its 
shares of common stock. Therefore, 
this reasoning is not applicable to this 
company’s financing. 

[6] The record does show that ap- 
plicant is faced with substantial con- 
struction expenditures during 1950 
and that it is considering the issue 
during the year of $8,000,000 of 
bonds, $3,500,000 of preferred stock 
and $3,500,000 of common stock. It 
is in the public interest for applicant 
to proceed with its program of plant 
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expansion and it is clear that to en- 
able it to do so, its earnings must be 
sufficient to preserve and maintain its 
credit and to permit it to sell addi- 
tional securities under reasonable 
terms. At the same time, it should 
be noted that the estimated required 
earnings of $2.66 a share of common 
stock are substantially in excess of 
earnings experienced in prior years, 
and that the estimated total require- 
ment of $4,806,355, on an annual 
basis, if realized, would in fact pro- 
duce earnings per share in excess of 
$2.66. The estimated requirement is 
also subject to reduction due to the 
difference between the security issues 
assumed by the applicant’s witness and 
the securities actually issued in the lat- 
ter part of 1949. 


Amount of Rate Increase 


A review of the record indicates 
that the Commission is not warranted 
in approving applicant’s request to in- 
crease its rates to provide additional 
annual operating revenues of $3,742,- 
000. It clearly appears, however, that 
some increase is proper and is required 
to produce for applicant a reasonable 
return on its investment. It is con- 
cluded that increases aggregating $2,- 
200,000 on an annual basis should be 
authorized. 

An increase of $2,200,000 in an- 
nual operating revenue, if it were in 
effect for the entire year 1950, would 
produce an estimated return of 5.9 
per cent on the rate base of $70,035,- 
000. However, the increases will be 
in effect for only a portion of 1950. 
Also, the record indicates that appli- 
cant’s rate of return has been declining 
due to its large construction program 
and the present high level of construc- 


84PUR NS 





CALIFORNIA PUBLIC UTILITIES COMMISSION 


tion costs, and this decline is expected 
to continue. The decline in applicant’s 
rate of return which might otherwise 
be anticipated during the year 1950, 
because of the reasons above stated, is 
somewhat lessened by the inclusion in 
the rate base of an additional $460,000 
to reflect, on a full-year basis, the ad- 
ditional plant investment due to the 
dial conversions. On the basis of the 
evidence submitted, we find that the 
rate increases to be authorized will 
yield applicant a reasonable rate of re- 
turn. 


Distribution of Rate Increase 


The increases in rates which the ap- 
plicant proposes are set forth in de- 
tail in Exhibit C-2 attached to the 
third amended application. These in- 
creases cover generally the same serv- 
ices for which increases were requested 
in the first amended application, ex- 
cept that no further increase in toll 
telephone rates is proposed. The pro- 
posed local service rates for each ex- 
change are based on the number of 
stations served, and the proposed ex- 
tended service rates for Los Angeles 
extended area exchanges are based on 
station availability. The earnings 
shown in the application are for all ex- 
changes combined, but Exhibit 43, in- 
troduced by the applicant at the re- 
quest of the staff, sets forth the results 
of operation by exchanges for the year 
1949. The applicant claimed that the 
information contained in Exhibit 43 
was irrelevant and factually unreliable 
in certain respects. However, it is 
evident that an indication of the rela- 
tive earning positions of the exchanges 
by geographical areas can be obtained 
from the exhibit. The results, after 
adjustments to reflect the full-year ef- 


fect of the interim increases which be- 
came effective in November, 1949, 
show that the earnings for the group 
of exchanges in Fresno and Tulare 
counties and the group of exchanges 
in Santa Barbara and Ventura coun- 
ties were relatively low, the earnings 
for the exchanges in the Los Angeles 
extended area were higher, and the 
earnings for the remaining group of 
exchanges located in Los Angeles, 
Orange, and San Bernardino counties 
were the highest. 

The basic rates authorized in the 
following order for the exchanges in 
the Los Angeles extended area are 
estimated to produce approximately 
$1,214,300 of additional revenue per 
year. Rates for extended service are 
increased by varying amounts ranging 
up to one dollar per month for business 
and 75 cents per month for residence 
classifications. Increases in monthly 
local service rates vary from one dollar 
to $3.25 for business and up to one 
dollar for residence classifications. The 
rates authorized for miscellaneous 
services, including increased rates for 
semipublic service, extension stations, 
PBX switchboards, directory listings, 
joint-user service, installations, and 
other nonrecurring charges are esti- 
mated to produce approximately 
$144,000 of additional revenue per 
year. The enlargement of the base 
rate areas will reduce revenue approxi- 
mately $91,300 annually. 

The basic rates authorized for the 
exchanges in Santa Barbara and Ven- 
tura counties are estimated to produce 
approximately $430,700 of additional 
annual revenue. Increases in monthly 
rates for business services range from 
25 cents to $3 and for residence serv- 
ices range up to $1.50. The rates au- 
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thorized for miscellaneous services are 
timated to produce approximately 
$45,500 of additional revenue per year 
and enlargement of the base rate areas 
will reduce revenue approximately 
$15,200 per year. 

The basic rates authorized in the 
following order for exchanges in San 
Bernardino and Orange counties and 
the Lake Hughes, Lancaster, and 
Pomona exchanges in Los Angeles 
county are estimated to produce ap- 
proximately $424,000 of additional 
revenue per year. Monthly increases 
ranging from 45 cents to $3 for busi- 
ness services and up to $1.25 for resi- 
dence services are authorized. The 
rates authorized for miscellaneous 


services are estimated to produce ap- 
proximately $34,700 of additional 
revenue per year, and the enlargement 
of the base rate areas will reduce rev- 
eues approximately $23,700 on an 


annual basis. 


The following order provides for 
increases in basic rates for the ex- 
changes in Fresno and Tulare counties, 
estimated to produce approximately 
$32,600 in additional revenue per year. 
The authorized rates for business and 
residence services are increased by 
varying amounts ranging from 75 
cents to $1.25 and from 25 cents to 75 
cents, respectively. Increases in rates 
authorized for miscellaneous services 
are estimated to produce approxi- 
mately $4,400 of additional revenue 
on an annual basis. 

A witness for the California Farm 
Bureau Federation presented Exhibit 
27 showing a suggested .schedule of 
business and residence farmer line 
rates for various sized exchanges. 
The rates proposed by the applicant are 
generally higher than those shown in 
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Exhibit 27, and the rates for residence 
service do not vary with the size of 
the exchange. The rates authorized 
herein for farmer line service are in 
general accord with the schedule sug- 
gested by the California Farm Bureau 
Federation’s witness. 

The applicant requested permission 
to close the schedule providing a rate 
differential for wall set station service 
in its six recently acquired exchanges, 
the local service schedules in the ex- 
changes in the Los Angeles extended 
area, the schedule for business indi- 
vidual line message rate extended serv- 
ice in the Santa Monica and West Los 
Angeles exchanges, and to withdraw 
by December 31, 1954, the offering of 
2-party residence and 4-party business 
service outside of the Los Angeles 
extended area. 

The closing of the wall set differen- 
tial schedule in the six recently ac- 
quired exchanges will be authorized. 
The closing of the local service sched- 
ules for exchanges in the Los Angeles 
extended area exchanges will be au- 
thorized, except for hotel private 
branch exchange trunks, suburban 
service, and foreign exchange service. 
Extended hotel private branch ex- 
change service presently is offered 
only in the Santa Monica and West 
Los Angeles exchanges, and applicant 
should offer extended hotel private 
branch exchange service in all its Los 
Angeles extended area exchanges in 
order to provide consistent rate treat- 
ment. At such time as the applicant 
files rates for extended hotel private 
branch exchange service, the closing 
of the local hotel private branch 
exchange schedules will be author- 
ized. 


[7] The representative of the city 
84PURNS 





CALIFORNIA PUBLIC UTILITIES COMMISSION 


of Santa Monica objected to the clos- 
ing of the business individual line mes- 
sage rate extended schedule, and the 
Commission is of the opinion that 
such a measure would not be desirable. 
Message rate business service provides 
the business user with a service for 
which the charge varies in relation to 
usage and provides a service which 
may be obtained by the smaller users 
at a minimum rate. If this service is 
not available, the level of business flat 
rates in the larger exchanges may 
reach a point where the small business 
user is penalized. Appropriate allow- 
ance has been made in the revenue esti- 
mates to cover the provision of mes- 
sage rate service to all customers who 
desire such service in West Los An- 
geles and Santa Monica. The appli- 
cant should give consideration to pro- 
viding extended message rate business 
and commercial private branch ex- 
change service in all of its exchanges 
located in the Los Angeles extended 
area. 

The closing of the schedules for 2- 
party residence service will be author- 


ized, but the rate for 4-party busines 
service will be continued. After facil 
ities are available for furnishing sery 
ice to all applicants for business servic 
on a current basis, the applicant maj 
make appropriate request. 

At the hearings there was criticis 
of the magnitude of certain increase; 
requested by the applicant. Repre 
sentatives of the cities of Long Beac 
and Santa Monica indicated that some 
increase probably was justified, and 
the representative of the city of Log 
Angeles offered no objection to some 
increase so long as the applicant’s ex 
changes located in the Los Angeles 
extended area were not required to 
subsidize operations in other ex 
changes of the applicant. 

[8] The rates herein authorized, 
estimated to produce an annual in- 
crease in operating revenue of $2,- 
200,000, have been developed gener- 
ally in accordance with the principle 
that the charges for telephone service 
applicable in any one area shall not 
place an unreasonable burden on the 
balance of the company’s customers. 





SECURITIES AND EXCHANGE COMMISSION 


Re American Gas & Electric Company 


File No. 70-2365, Release No. 9819 
April 24, 1950 


ECLARATION relating to issuance of serial notes by a holding 
D company; issuance permitted. 


Security issues, § 94 — Kinds of securities — Notes in place of preferred stock. 
The issuance of serial notes to provide funds for the redemption of cumula- 
tive preferred stock of a holding company was held to be appropriate and 
in accordance with the standards of § 7 of the Holding Company Act, 15 
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USCA § 79g, notwithstanding a general objection to the issuance of senior 
securities by holding companies having subsidiaries with substantial amounts 
of senior securities outstanding in the hands of the public, because the 
effect of the transaction was to replace preferred stock with a new security 
which, unlike the preferred stock, would be issued under a program pro- 
viding for regular retirement and for complete elimination within fifteen 
years, it being noted also that the company had recently sold a large amount 
of common stock and contemplated the sale of additional common stock. 


By the Commission : American Gas 
and Electric Company (“American 
Gas”), a registered holding company, 
has filed a declaration and amendment 
thereto pursuant to the provisions of 
the Public Utility Holding Company 
Act of 1935, particularly §§ 6, 7, and 
12 thereof, 15 USCA §§ 798, 79g, 791 
and Rules U-42 and U-50 of the 
Rules and Regulations thereunder, 
with respect to the issuance and sale 
pursuant to competitive bidding of 
$27,000,000 aggregate principal 
amount of its serial notes. The pur- 


pose of the issuance and sale is to pro- 
vide funds for the redemption of the 


43 per cent cumulative preferred 
stock of American Gas, of which there 
are now 151,623 shares outstanding, 
each share having a par value of $100 
and a redemption price of $110. The 
remaining net proceeds of the serial 
note issue are to be applied to the pre- 
payment of $10,300,000 of certain 
serial bank loan notes of American 
Gas having serial maturities amount- 
ing to $2,000,000 on December 1, 
1955, and 8,300,000 of March 1, 1956. 

The proposed new serial notes are to 
be due in the amount of $500,000 in 
each of the years 1952 to 1955, in- 
clusive, and in the amount of $2,500.- 
000 in each of the years 1956 to 1965, 


inclusive. Accordingly, the serial 
notes will be completely retired at the 
end of fifteen years. 

The effect of the proposed transac- 
tions will be to eliminate completely 
the cumulative preferred stock of 
American Gas. After consummation 
of the proposed transactions the capi- 
tal structure of American Gas will 
consist of the $27,000,000 principal 
amount of serial notes proposed to be 
issued, $8,900,000 remaining of the 
presently outstanding serial bank loan 
notes, and 4,980,000 shares of com- 
mon stock of the par value of $10 per 
share. 

As of December 31, 1949, total 
capitalization and surplus of American 
Gas and its subsidiaries on a consoli- 
dated basis aggregated approximately 
$564,000,000. Of this amount 50.5 
per cent represented debt, 15.7 per cent 
preferred stock, and 33.8 per cent com- 
mon stock and surplus. The effect of 
the proposed transactions on the con- 
solidated ratios is to increase the debt 
ratio, so that it will be 53.5 per cent 
with a corresponding decrease in the 
preferred stock. The ratio of common 
stock and surplus to total capitaliza- 
tion remains substantially unchanged." 

The $8,900,000 serial bank loan 
notes now outstanding which will re- 





1As of December 31, 1949 the total corpo- 
rate capitalization and surplus of American 
Gas aggregated approximately $177,000,000, of 
which 10.9 per cent represented debt, 8.9 per 
cent represented preferred stock, and 80.2 per 
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cent common stock and surplus. The proposed 
elimination of the company’s preferred stock 
will result in a capital structure, on a corpo- 
rate basis, consisting of approximately 20 per 
cent debt and 80 per cent common equity. 
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main after the proposed transactions 
mature serially in each year from 1951 
to 1955, inclusive, in annual amounts 
varying from $1,500,000 to $2,000,- 
000, and will be completely eliminated 
by March 1, 1955. Of the new serial 
notes $500,000 will mature in each of 
the years up to 1955 and thereafter 
$2,500,000 will mature in each year 
until final maturity in 1965. Thus the 
over-all program will result in debt re- 
tirement of from $2,000,000 to $2,- 
500,000 each year during the years up 
to 1955, and $2,500,000 each year 
thereafter. The effect of this gradual 
retirement of debt will be to improve 
the ratios of long-term debt to total 
capitalization on a consolidated basis 
and to completely eliminate all of the 
corporate debt of American Gas so 
that the company’s resulting capital 
structure by 1965 will consist only of 
common stock and surplus. 


Under ordinary circumstances we 


consider inappropriate, under the 
standards of the act, the issuance of 
senior securities by holding companies 
which have subsidiaries with sub- 
stantial amounts of senior securities 
outstanding in the hands of the public. 
However, in the present case, Ameri- 
can Gas already has senior securities 
in the form of its present preferred 
stock. The effect of the proposed 
transactions is merely to replace the 
present preferred stock with another 
senior security, the new serial notes. 
The new serial notes, unlike the present 
preferred stock, will be issued under a 
program which will provide for their 


regular retirement and their complete 
elimination within fifteen years. In 
appraising the proposed program, we 
note that American Gas in October, 
1949, sold 498,081 shares of common 
stock to its common stockholders for 
an aggregate price of approximately 
$22,000,000 and contemplates the sale 
within the coming year of additional 
common stock to yield approximately 
$20,000,000. Under all the circum- 
stances, therefore, we have concluded 
that the issuance of the proposed serial 
notes upon the terms proposed is ap- 
propriate and in accordance with the 
applicable statutory standards, since it 
meets the standards of Clause (A) of 
§ 7(c) (2), 15 USCA § 79g (c) (2) 
as being for the purpose of refinancing 
the company’s presently outstanding 
preferred stock and since we make no 
adverse findings under the provisions 
of § 7 (d). 

We also deem it appropriate to 
grant declarant’s request that the com- 
petitive bidding period be shortened 
to six days. Since the notes are pro- 
posed to be issued by competitive bid- 
ding pursuant to Rule U-—50, we shall 
reserve jurisdiction to approve the 
price and spread after the results of the 
competitive bidding are submitted. We 
shall also reserve jurisdiction over fees 
and expenses pending submission of 
full information with respect to the 
services rendered. 

An appropriate order will issue, sub- 
ject to the reservations of jurisdiction 
indicated. 
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Ex Parte Springhill Telephone Company 


Docket No. 5402, Order No. 5414 
May 17, 1950 


A PPLICATION by telephone company for authority to increase 


rates; granted. 


Return, § 111 — Telephone company. 


Telephone rates should be increased to produce a return of 6 per cent on 
net capital investment where present rates produce only 4.1 per cent. 


By the Commission: In this pro- 
ceeding, Mr. J. E. Shultz, d b a Spring- 
hill Telephone Company (petitioner) 
filed an application under date of Janu- 
ary 25, 1950, for an increase in rates 
and charges for telephone service in 
Springhill, Cullen, Sarepta, and Shon- 
galoo, Louisiana, so as to produce 
additional gross revenues amounting 
to approximately $7,407 per annum. 

After due notice to all interested 
parties, the matter was heard at the 
regular Baton Rouge session of this 
Commission on April 5, 1950. The 
petitioner presented a witness who 
testified as to an inventory of the en- 
tire telephone plant and the original 
cost thereof as of February 1, 1950. 
This inventory showed that the total 
plant investment amounted to $162, 
087.24. 

The Commission’s accounting staff 
examined the books and records of the 
applicant, including the aforemen- 
tioned inventory and presented testi- 
mony pertaining to the results thereof. 
This examination indicated that the 
petitioner earned approximately 4.1 
per cent on his net investment during 
the year 1949, 
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Petitioner operates four telephone 
exchanges in Webster Parish, the larg- 
est being a common battery exchange 
in the city of Springhill with auxiliary 
magneto facilities serving certain rural 
areas. The other exchanges are dial 
operated and are located at Cullen, 
Shongaloo, and Sarepta. The four 
exchanges serve approximately 1,400 
subscribers, which represents an in- 
crease during the past four years of 
about 100 per cent. 

According to testimony presented 
by the utility division of this Commis- 
sion, it was the opinion of the staff that 
increased revenues aggregating $7,407 
per annum would result in a return in 
excess of 6 per cent. It was estimated 
that the said excess, after taking into 
consideration certain increased operat- 
ing costs, consisting chiefly of in- 
creased wages due to the recently en- 
acted Federal wages and hours law, 
would amount to something over 
$1,000. In consequence, the staff sug- 
gested that increased revenues approx- 
imating $6,000 would be sufficient to 
enable the applicant to earn 6 per cent 
on the rate base that was determined 
by the staff to be as follows: 
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Plant and Property December 31, 
1949 $162,087.24 
646.23 


$163,733.47 
38,872.87 


$124,860.60 


Reserve for Retirements 


Rate Base 


In consideration of the foregoing 
facts, the applicable laws and the pub- 
lic interest involved, it is the opinion 
of this Commission, and the Commis- 
sion finds that: 

(1) Applicant’s net operating in- 
come for the year 1949 resulted in a 
return of approximately 4.1 per cent 
on his net capital investment. 

(2) A fair and equitable return for 
a telephone utility in the state of Lou- 
isiana is 6 per cent per annum. 


(3) Petitioner’s rate base as of De- 
cember 31, 1949, is $124,860.60 which 
should be used for all future rate-mak- 
ing purposes, plus or minus any plant 
additions and retirements since the 
said date. 


(4) Increased revenues amounting 
to approximately $6,000 will be suf- 
ficient to enable the applicant to earn 
6 per cent on his established rate 
base. 


(5) Petitioner should submit ad- 
justed rate schedules for telephone 
service in the city of Springhill and the 
towns of Shongaloo, Sarepta, and Cul- 
len that will result in increased rev- 
enues of approximately $6,000 per an- 
num. 








UNITED STATES DISTRICT COURT, D. DELAWARE 


Re Interstate Power Company et al. 


Civ. A. No. 1003 
89 F Supp 68 
February 23, 1950; on rehearing March 2, 1950 


PPLICATION for enforcement of compromise plan providing 
A for distribution of cash and securities escrowed pursuant 
to a holding company reorganization plan; plan approved sub- 
ject to granting stockholders opportunity to present new evidence 
to Commission for purpose of determining whether circumstances 
have changed so drastically as to render the plan no longer fair 

and equitable. 


Procedure, § 30 — Commission findings — Construction of findings. 


1. A conflict between intimations or inferred meaning of findings in the 
early part of the Securities and Exchange Commission’s opinion approving 
a compromise plan for distribution of cash and securities escrowed pursuant 
to an alternative plan for reorganization of a holding company and the con- 
clusion contained in the final sentence of the opinion should be resolved in 


favor of the Commission, p. 124. 
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RE INTERSTATE POWER CO. 


Appeal and review, § 28.9 — Order of Securities and Exchange Commission — 
Holding company reorganization. 
2. Findings of the Securities and Exchange Commission as to the fairness 
of a compromise plan for reorganization of a holding company are con- 
clusive upon the court where there is evidence to support the findings and 
they are not contrary to law, p. 124. 


Intercorporate relations, § 19.81 — Enforcement of holding company simplification 


plan. 


3. The district court, in entertaining an application for enforcement of a 
plan providing for distribution of cash and securities escrowed pursuant to 
an alternate plan for reorganization of a holding company, must assume that 
the Securities and Exchange Commission represents the interests of all 


classes of security holders, p. 126. 


Procedure, § 33 — Basis for rehearing — Holding company simplification pro- 


ceeding. 


4. Whether changed circumstances since the Securities and Exchange Com- 
mission’s approval of a holding company reorganization plan are sufficiently 
drastic to require reconsideration by the Commission before a court enforce- 
ment decree is entered is a matter for the Commission rather than the district 
court, particularly when the changed circumstances affect the question of 


valuation, p. 126. 


APPEARANCES: Harry G. Slater, 
Chief Counsel, Division of Public 
Utilities, Myron S. Isaacs, Frank 
Field, and Alfred Letzler, Washing- 
ton, D. C., for the Securities and Ex- 
change Commission; William H. 
Foulk, of Wilmington, Del., David 
J. Colton and Alfred Berman (of 
Guggenheimer & Untermeyer), of 
New York city, for the Colton Group 
of Preferred Stockholders; Marshall 
A. Jacobs and Douglas A. Calkins (of 
Simpson, Thacher & Bartlett), of 
New York city, for Ogden Corpora- 
tion; Paul J. Kern and James F. 
Dunn, of New York city, for Inter- 
state Power Company, Preferred 
Stockholders Committee. 










Leany, CJ.: This is an application 
by the Securities and Exchange Com- 
mission for enforcement of the terms 
of a “compromise plan” as modified 
and approved by the Commission. I 
indicate only briefly the provisions of 
the plan. A more detailed statement 
can be had from the opinion of the 
Commission issued June 8, 1949, 
Holding Company Act Release No. 
9139. In short, the plan provides for 
the distribution of cash and securities 
escrowed pursuant to the Alternate 
Plan of reorganization of Interstate 
Power Company enforced by this court 
on January 7, 1948." Parties having 
claims upon the escrowed assets are 
the Note Escrow Certificate-holder, 








1This court approved a major phase of re- 
organization at an earlier time in these pro- 
ceedings. See (1947) 70 PUR NS 193, 196, 
71 F Supp 164, 166. In that opinion, the court 
stated : 

“The SEC will continue proceedings for a 
final disposition of the issues raised concerning 
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the rank and status of the $2,475,000 demand 
note and the 12,569 shares of Interstate’s pre- 
ferred stock held by Ogden. There will be no 
final determination of such issues until an 
order of the SEC with respect thereto has been 
approved by a court of competent pee 
in enforcement proceedings, 
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Ogden Corporation (“Ogden”), the 
Debenture Escrow Certificate-holders 
(“debentures”) and Preferred Escrow 
Certificate-holders (“preferred”). The 
Colton group objects to the plan be- 
cause it is claimed that it is unfair and 
inequitable to the public holders of In- 
terstate Power Company’s preferred ; 
i. e., the plan accords unfair treatment 
to the preferred stockholders as a 
class vis-a-vis the treatment to be ac- 
corded Ogden. 

The staff of the Public Utilities Di- 
vision of the SEC also were of the 
view and recommended to the Com- 
mission that the plan was unfair and 
inequitable to the public holders of 
Interstate Power’s preferred stock. 
The basis for the staff’s recommenda- 
tion was the valuation placed on the 
escrowed stock of Interstate Power 
Company. The staff recommended an 
evaluation at $8 instead of $7.35. 


The Colton group urges that the 
stock should be valued at least at $8 
per share, as recommended by the 
staff, and that since the Commission 
found that the subordination issue was 


established against Ogden, Ogden 
should be subordinated to the claims 
of the public preferred stockholders, 
and since this was not done, the plan 
is unfair and inequitable and is not 
supported by substantial evidence. 
The Commission and Ogden gener- 
ally take the negative of this posi- 
tion and assert that there is substan- 
tial evidence to support the opinion 
of the Commission and it is not in- 
consistent with law. 

[1,2] Since the decision in this case 
depends in large part upon the findings 
and opinion relative to the subordina- 
tion issue, it will be necessary to de- 
tail the facts and circumstances. In its 
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opinion, the Commission considered 
the subordination issue in great detail, 
After considering Ogden’s defenses it 
was concluded: “. . . we find that 
the record shows a prima facie case for 
subordination predicated on the entire 
course of dealings between Utilities 
Power and Interstate” and it also was 
stated “. that a prima facie case 
for subordination has been estab- 
lished” and that the defenses of Ogden 
were without merit. It was further 
stated that “. the subordination 
principle may be applied to Ogden’s 
claims.” The Commission referred to 
the subordination issue as “prima 
facie” because while Ogden vigorously 
asserted its available defenses, never- 
theless it continued to claim that it 
“reserved the right to introduce rebut- 
tal evidence.” The Colton group con- 
tends that “prima facie,” as used in the 
Commission’s opinion, must mean that 
the subordination issue has been es- 
tablished and consequently the conclu- 
sion of the Commission that there is a 
basis for compromise does not follow 
from its basic and definitive findings. 
The final sentence of the opinion of 
the Commission states: “We conclude 
on the facts before us that a compro- 
mise is not inappropriate, and we shall 
accordingly proceed to consider the 
fairness of the particular proposals pre- 
sented in the Plan.” (Holding Com- 
pany Act Release No. 9139, at pp. 24, 
27, 28.) 

The issue which this court must 
pass on is a very narrow one, viz., are 
the earlier findings in the opinion of 
the Commission basic or is the final 
sentence of the opinion the ultimate 
and real finding of the Commission? 
I think the argument of the Colton 
group is far from frivolous. But I 
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am not persuaded by it. True, the 
early part of the Commission’s opin- 
jon indicates that the subordination 
doctrine should be applied against 
Ogden’s claims. Nevertheless, where 
there is a conflict between such intima- 
tions or inferred meaning and the con- 
clusion contained in the final sentence 
of the opinion, the conflict should be 
resolved in favor of the Commission. 
Obviously the Commission itself did 
not give the meaning to the earlier 
statements which the Colton group 
have urged they did. Consequently, 
the ultimate and decisive finding is 
that there is a basis for compromise 
on the subordination issue. Since 
there is evidence to support that find- 
ing and since the conclusion is not 
contrary to law, I am bound under 
Securities and Exchange Commission 
v. Central-IIlinois Securities Corp. 
(1949) 338 US 96, 93 L ed 1836, 
80 PUR NS 282, 69 S Ct 1377, to 
accept the Commission’s finding. 
Judicial review, as Professor Dodd 
has suggested (63 Harvard Law Re- 
view 298), has been greatly restricted 
by the Engineers decision, supra, 338 
US 96, 80 PUR NS 282, and while 
he appears to be satisfied with the re- 
sult, he nevertheless points out that 
the Engineers Case leaves little scope 
for litigation over the validity of SEC 
orders approving § 11 plans as fair 
and equitable. However, an enforce- 
ment order of this court, superficially 
at least, must carry the imprimatur 
of this court. For this reason, I have 
adopted the practice of indicating those 
situations in which, were I wholly free 
to make an independent determina- 
tion, I would differ with the conclusion 
of the Commission. Re _ Federal 
Water & Gas Corp. (1949) 82 PUR 


NS 547, 87 F Supp 289; Re Common- 
wealth & Southern Corp. (1949) 81 
PUR NS 27, 84 F Supp 809. This 
is such a case. 

I agree with the original view of 
the staff of the Commission that the 
plan is unfair and inequitable because 
of the valuation placed on the Inter- 
state stock. I disagree with the staff 
on the next point, however. I think, 
from a review of the Commission’s 
opinion and from an independent ex- 
amination, that the subordination doc- 
trine should be applied against Og- 
den’s claims. Moreover, I am unim- 
pressed by the arguments made by all 
parties—in which the Colton group 
does not join—that weight should be 
attached to Ogden’s reserved right to 
put in rebuttal evidence. If there is 
evidence which is material, it should 
have been put in before the Commis- 
sion. In fact, the very function of the 
administrative process, as I under- 
stand it, would be to make a deter- 
mination based on reality and give 
little, if any, consideration to alleged 
secret contingent defenses. After long 
and elaborate hearings, it seems fan- 
tastic to attach weight and give large 
value to secret and contingent de- 
fenses asserted by Ogden against the 
claim of subordination. 

As stated before, the Commission 
made an ultimate and decisive finding 
that there was a basis for compromise 
on the subordination issue. Hence, 
there is evidence to support that find- 
ing and since the conclusion is not con- 
trary to law I shall entertain an order 
approving the plan. After the pres- 
ent matter was taken under advise- 
ment, the Colton objectors moved to 
introduce new evidence or to remand 
the cause to the Commission. Sev- 
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eral days ago they filed a second and 
supplemental motion for leave to in- 
troduce new evidence in support of 
the motion to remand. The proffer of 
proof is not persuasive enough to 
change the result I have reached 
above. Accordingly, the proposed or- 
der approving the plan may contain 
provisions denying the two mo- 
tions. 


On Petition for Rehearing 

[3, 4] The Colton Group seeks re- 
hearing because of alleged changed 
circumstances affecting values. They 
urge a remand of these proceedings to 
the Securities and Exchange Commis- 
sion for reconsideration as to whether 
the instant plan is fair and equitable 
in presenti. While the case was 
awaiting decision the Colton Group 
under several motions made proffer of 
proof indicating that drastic changes 
had occurred in the value of the In- 
terstate stock. In approving the plan 
I did not discuss the so-called new evi- 
dence but merely stated that “The 
proffer of proof is not persuasive 
enough to change the result 
reached above.” The petition for re- 
hearing argues that this is tantamount 
to saying that a change of values on 
which the plan was predicated, to the 
extent of some 250 per cent to more 
than 500 per cent, is not sufficiently 
persuasive to require a reconsidera- 
tion of the fairness of the plan by the 
SEC. 

The fact is the Colton Group mis- 
conceives the basis of my memoran- 
dum opinion on the valuation problem. 
Under the law, as articulated by the 
appellate courts, I must assume and I 
do assume the SEC represents the in- 
terests of all classes of security hold- 
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ers. Such assumption is inevitable 
on the record in this case; had the 
Commission thought, on the basis of 
the several motions filed by the Col- 
ton Group subsequent to hearing but 
prior to decision, that the drastic 
change in value of the Interstate stock 
was of sufficient importance to require 
a reconsideration of the fairness of the 
plan, the Commission manifestly 
would have informed this court of that 
fact. Obviously such a procedure is 
within the province of the Commis- 
sion. 

There often are frailties in any 
human organization, whether private 
or governmental, and this leads me 
to conclude that the Colton Group 
should be given the opportunity to 
verify that the Commission in this 
particular case consciously considered 
the problem posed in the various Col- 
ton motions. To that end I shall 
give the Colton Group fifteen days 
from the date of this memorandum 
to present its alleged new evidence to 
the Commission for the purpose of 
ascertaining whether the Commission 
thinks the circumstances have changed 
so drastically that the plan proposed 
is no longer fair and equitable. After 
this, I think the Commission, under 
its expert competence, should furnish 
this court one of the following types 
of information: (1) That it has con- 
sidered the material constituting the 
so-called new evidence as referred to 
in the Colton motions, but is of opin- 
ion that such material does not affect 
the fairness and equity of the existing 
plan; or (2) that it has not consid- 
ered the material in the Colton mo- 
tions but wants more time to consider 
the problem posed by such proffer of 
new information. 
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Such a procedure is not only fair 
to the Colton petitioners but also ac- 
cords with the dictates of the Engi- 
neers Case, as pronounced in Securi- 
ties and Exchange Commission v. 
Central-Illinois Securities | Corp. 
(1949) 338 US 96, 93 L ed 1836, 
80 PUR NS 282, 69 S Ct 1377. 
Several years ago, in connection with 
Re Standard Gas & E. Co. 63 PUR 
NS 464, 63 F Supp 876, after reversal 
by the appellate courts (1945) 61 
PUR NS 175, 151 F2d 326, certi- 
orari denied (1946) 327 US 796, 90 
L ed 1022, 66 S Ct 820, I did con- 
sider changed circumstances and in- 
dicated that where I thought they 
were drastic enough I would remand 
the matter to the Commission. The 
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basis for this expression of opinion 
was a misconception on my part of the 
scope of judicial review by an enforce- 
ment court in a § 11 proceeding, 15 
USCA § 79k. The scope of such re- 
view, as suggested in the earlier mem- 
orandum filed in the case at bar, was 
narrowly proscribed by the Supreme 
Court in the Engineers Case. Ac- 
cordingly, I think whether changed 
circumstances are sufficiently drastic 
to require reconsideration by the 
SEC before a decree is entered, espe- 
cially when the changed circum- 


stances affect the question of valua- 
tion, is a matter which the late Justice 
Rutledge considered fell within the 
expertise of the SEC and not any 
Federal district enforcement court. 








MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Mayor of City of Fall River et al. 






Eastern Massachusetts Street Railway 


Company 


D. P. U. 9073 


June 21, 1950 


OMPLAINT against proposed curtailment of bus service by 
local transit company; dismissed. 


Service, § 233 — Curtailment — Declining patronage — Rates. 
A local transit company which is faced with declining patronage should be 
given a substantial amount of leeway in curtailing service in preference to 


applying for rate increases. 


APPEARANCES: 


¥ 
Roland G. Des- 
marais, Assistant Corporation Coun- 
127 


sel, for the mayor of Fall River; J. 
Joseph Maloney, Jr., for the Eastern 
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MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Massachusetts Street Railway Com- 
pany; John C. Webster, Town Coun- 
sel, for town of Stoughton; J. Har- 
rington, for Local 174, A. F. of L. 
Street Railway Workers. 


By the DEPARTMENT: Eastern 
Massachusetts Street Railway Com- 
pany, by letter dated May 3, 1950, 
notified the Department of certain 
proposed ‘curtailments of bus service 
in the Fall River area, involving 11 
lines in Fall River and also in the 
Fall River-Boston service. Subse- 
quently, the mayor of Fall River filed 
a complaint under Chap 159 of the 
General Laws, § 24, in opposition to 
the proposed curtailment. A public 
hearing was held on May 16th at 
which time the company introduced 
evidence of a serious drop in patron- 
age in the lines involved and that the 
proposed curtailments were of an ex- 
tent not greater than such decrease in 
riding. The city itself introduced no 
evidence but requested an adjournment 
in order to give it an opportunity to 
investigate. During the hearing on 
June 20, 1950, the only testimony of- 
fered was on behalf of the labor or- 
ganization to which the employees af- 
fected by the curtailment belonged. 
The union presented figures showing 
only the number of riders who would 
be affected by a change in the sched- 
ules without demonstrating how they 
would be affected or in any way attack- 


ing the figures presented by the com- 
pany. 

There is no doubt but that the pro- 
posed curtailments are reasonable in 
extent and we do not find that they will 
cause any substantial inconvenience or 
hardship to the public. It seems clear 
to us that a carrier which is faced with 
declining patronage should be given 
a very substantial amount of leeway 
in curtailing its service in preference 
to applying for increases in fares. We 
have so indicated on several occasions. 
See Re Springfield Street R. Co. 
(1949) D.P.U. 8556, 79 PUR NS 
139; Re Worcester Street R. Co. 
D.P.U. 8709, Nov. 17, 1949; Re East- 
ern Massachusetts Street R. Co. 
D.P.U. 8882, April 21, 1950. The 
same observations follow as regards 
the Fall River-Boston trips as are per- 
tinent with respect to the balance of the 
operations of the so-called Fall River 
Division. 

The financial reports filed by the 
company with the Department show 
that its over-all operations are becom- 
ing progressively less remunerative 
and that it is succeeding in keeping on 
operating at a profit only by economies 
in operations. Under these conditions 
we certainly do not feel we should 
interfere with the decision of the man- 
agement to introduce such savings as it 
can so long as there is nothing in the 
record which shows that the proposal 
is detrimental to the wider interests of 
the public. 
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PG&E to Build Additional 
New Power Capacity 


————— a continuation of the rapid 
growth of power requirements in north- 
ern and central California, Pacific Gas and 
Electric Company recently announced that it 
is extending its construction program into 1952 
and 1953. 

The company has just ordered three new 
100,000 kilowatt steam-electric generating units 
to be installed within three years. The total 
capacity of the new units will equal that orig- 
inally planned for either the Moss Landing 
or Contra Costa steam plant, the largest in- 
stallations on the company’s system, according 
to N. R. Sutherland, vice president and general 
manager. 

The new units will add 402,000 horsepower 
to the company’s system at a cost of approxi- 
mately $50,000,000. They will be installed in 
the Moss Landing or Contra Costa plants, or 
both. 

The new capacity and investment are over 
and above the company’s six-year, $800,000, 
postwar expansion program which is adding 
1,826,400 horsepower to its generating 
capacity. 


Industrial Water Problems 
Charted in Hall Lab. Booklet 


[soustazat water problems of all kinds— 
procurement, treatment, usage and dis- 
posal—and the facilities and services offered 
in coping with them are described and charted 
in a new booklet just published by Hall Lab- 
ee Inc., Pittsburgh water-consultant 
rm. 

Various kinds of industrial water problems, 
and their solution, are described in the book- 
let, which is entitled “Your Most Important 
Raw Material.” Copies are available upon re- 
quest from Hall Laboratories, Inc., Hagan 
building, Pittsburgh, Pennsylvania. 


KG&E Erecting New Outdoor 
Type Steam-Electric Station 


HE Kansas GAs AND ELectric COMPANY 

has started construction on a new outdoor 
type steam-electric generating station accord- 
ing to Murray F. Gill, chairman of the board 
and president. 

The new plant, switch yard, and transmis- 
sion facilities costing about seven million dol- 
lars will be ready for operation early in 1952. 
be General Electric turbo-generator rated at 

40-44,000 kw will be installed initially with 
provision for addition of a similar unit later. 


r) Industrial Progress 


A digest of information on new construction by pri- 
vately managed utilities; similar information relatin 
to government owned utilities ; news concerning roe 
ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 















Boilers may be fired by either gas, oil, or coal 
at option. Ebasco Services, Incorporated, is 
designing and constructing the new plant in 
coordination with KG&E engineers. 

This will be the first outdoor type of power 
plant to be built in Kansas. Only the boiler 
fronts and auxiliaries will be sheltered from 
the weather. 

The entire plant will be automatically con- 
trolled from a centrally located control room. 


Nickel Cadmium Names Collins 
As Sales Representative 


HE NicKEL CADMIUM BATTERY CORPORA- 
TION has appointed J. F. Collins, Statler 
building, Boston 16, Mass. as New England 
sales representative, according to an announce- 
ment by A. B. Strange, treasurer and general 
sales manager. 
Mr. Collins will specialize in sales of Nicad 
Storage Batteries for electric utility applica- 
tions. 


New Booklet Details File 
Simplification 
¢ How Te Simplify Your Files and Filing 
Systems” is the subject of a new 
page booklet released by Remington Rand Inc. 
This booklet is based on the premise that many 
time-saving, work-saving filing techniques are 
often unknown to the average file clerk. 

The booklet charts the life cycle of a file, 
beginning with the origin of a record, whether 
internal or external, then progressing through 
indexing, the file housing and protection, and 
charge-out, to the retention or transfer of the 
record, including the use of modern microfilm- 
ing equipment. 

“How to Simplify Your Files and Filing 
Systems” will be used as the corner-stone of 
Remington Rand’s 58th annual filing campaign, 
one of the company’s major educational ef- 
forts. Copies may be obtained by writing to 
Frank J. Hastings, Remington Rand Inc., 315 
Fourth avenue, New York 10, N. Y. Ask for 
LBV 396. 


Redi-Power Talk-A-Phone 


rye to overcome high noise levels and 
solve unusual intercommunications prob- 
lems, the Talk-A-Phone Company, Chicago, 
has introduced Redi- Power, a self-compensat- 
ing power control unit. Redi-Power will be 
available immediately as optional equipment 
in the Talk-A-Phone Chief line, according to 
Arie Liberman, president and chief engineer. 
Redi-Power Talk-A-Phone also provides 
(Continued on page 26) 
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INDUSTRIAL PROGRESS—( Continued) 





power to reply from considerable distances 
from the unit, thus overcoming the problem of 
being unable to reply to paging. It automati- 
cally supplies the right amount of power at 
any time for any station in an intercom sys- 
tem, and is especially effective where there is 
a high noise level, or where remote installations 
complicate intercommunication. 


L. Bees Named Vice President 
By Trumbull Electric Mfg. Co. 


| bpeeens E. Bees has been appointed vice 
president in charge of manufacturing of 
The Trumbull Electric Manufacturing Com- 
pany in Plainville, Connecticut, according to 
a recent announcement by E. T. Carlson, presi- 
dent. Mr. Bees has been manager of manu- 
facturing since August, 1949. 

In this position Mr, Bees is responsible for 
the formulation of manufacturing policies and 
the conduct of all activities directly related 
to the manufacturing, packing and shipping of 
the company’s products at all company lo- 
cations. 


New G-E Terminal Board 


A NEW and improved type EB-5 terminal 
board for switchboards, control appara- 
tus, and other similar uses has been introduced 
by the switchgear divisions of the General 
Electric Company. 

The new board is rated 600 volts, 30 amperes 
and is available in four, six, eight, and twelve 


terminal units. Each terminal will accom- 
modate wire sizes AWG 18 to 10 inclusive. A 
white plastic marking strip on the board pro- 
vides ready wire identification. Two connector 
types are available, a washer-head screw type 
and a pressure type. 

Optional product features offered are short- 
circuiting strips for current-transformer sec- 
ondary circuits and hinged covers with knurled- 
head captive holding screws. 


Westcott & Mapes 
Adds to Staff 


VV srcorr & Mapes, INc., architectural en- 
gineers, New Haven, Connecticut, an- 
nounced the appointments of a new senior 
structural engineer and a senior electrical 
engineer. 

According to the announcement, the two 
additions to the staff are necessary because 
of the firm’s increased contract work. 

Theodore F. Collier will be senior struc- 
tural engineer. Edgar E. Cobb will be senior 
electrical engineer in charge of design. 

Mr. Collier was formerly in charge of struc- 
tural and architectural layout and design of 
various types of steam electric and industrial 
developments for Sanderson & Porter. 

While associated with that firm he served 
as assistant project design manager for the 
construction of a power plant for the Monon- 
gahela Power Company. The plant included a 

(Continued on page 28) 











PUBLIC UTILITY 
PRINTING SPECIALISTS 


For more than a quarter of a century, Pandick Press 


REGISTRATION 
STATEMENTS 


has worked closely with utility companies. Our printing 


services to the industry range from highly teciaical 


legal documents to beautifully illustrated descriptive 


brochures in full color. 


Whatever the nature of your printing requirements, 


we believe you will like the assurance of accuracy and 


PROSPECTUSES 


ANNUAL REPORTS 


INDENTURES 


highest quality that “Printed by Pandick” brings you. ° 


Pandick Press, Ihe 


22 THAMES ST., NEW YORK 6 


Established 1923 


71 CLINTON ST., NEWARK, NJ. 
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EVELANDS 


CUTS COSTS 
ON 
MORE 
DIFFERENT 


ia 


MALAI iiil | 


OO a : 


Your CLEVELANDS give you the ad- | 
vantages of fast economical machine 


jobs—from house service work among 
close obstructions in crowded city 
areas to long main and distribution 
lines. Rugged CLEVELANDS are built 
to stay on schedule and to give you 
rock-bottom maintenance and oper- 
ating costs. That’s why they have 
been preferred by utilities and muni- 
cipalities over many years. Investi- 
gate the CLEVELAND story today. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO 
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50,000 kw turbine and pulverized coal-fired 
steam generator. : 

Mr. Cobb was formerly electrical project 
engineer in the design and construction divi- 
sion of the Ebasco Services, Inc., of New 
York. 

While with the Ebasco Services, he was en- 
gaged in power flow studies and construction 
course studies for the Arkansas Power and 
Light Company. As project engineer for the 
American & Foreign Power Company, Inc., he 
worked on the electrical designs for power 
plants and transmission lines in the United 
States and other countries. 


Penn Industrial Announces New 
Automatic Flow Controller 


P= INDUSTRIAL INSTRUMENT CORPORATION 
of Philadelphia, Pennsylvania, announces 
a new automatic flow controller which pro- 
vides lower maintenance with higher accuracy 
and fast response. Flow rate is measured by 
the Penn Magna Clutch flow meter which 
utilizes a frictionless magnetic coupling be- 
tween the float on one hand and the pen and 
control mechanism on the other. 

For further information write for Bulletin 
950, Penn Industrial Instrument Corporation, 
3116 North 17th street, Philadelphia 32, Penn- 
sylvania. 


D. B. Altman to Head 
New Kuljian Department 


Dv= B. ALTMAN, nationally known engi- 
neer and consultant on business problems, 
has been appointed by The Kuljian Corpora- 
tion, engineers and constructors, of Philadel- 
phia, to head its new department of manage- 
ment engineering, according to an announce- 
ment by James L. Cherry, executive vice 
president. 

Mr. Altman was formerly a partner in Hare, 
Bready & Company, after a number of years 
with Day & Zimmermann as engineering 
consultant. In his new capacity he will bring 
to bear an experience of over twenty years in 
helping to solve problems of management, 
plant efficiency, personnel, and finance, for 
clients of the Kuljian Corporation on four 
continents. 

In addition to its head office in Philadelphia, 
the Kuljian Corporation has offices in New 
York, Washington, and St. Petersburg, 
Florida; and in Rome, Italy; Calcutta, India; 
and Caracas, Venezuela. 


Pyrene Offers Impregnated 
Dry Lubrication Processes 


Praoczsezs that produce a solid film or “dry” 
lubricant impregnated into the surfaces of 
metals, plastics, rubber, and ceramics to re- 
duce friction and wear are now offered by 
the metal finishing division of the Pyrene 
Manufacturing Company, Newark, New Jer- 
sey. It is claimed that the highly desirable 


characteristics of graphite are retained, 
throughout wide ranges in temperature, in a 


permanent film that is unaffected by ex- 
posure to solvents or weather. 

These processes have already proved their 
value for reducing wear in internal combus- 
tion engines and other moving parts. They are 
in use in disc clutches, brakes, gears, worms, 
and splines. The electrical and aviation in- 
dustries are employing them to reduce erosion 
and inhibit corrosion. 


Delta-Star Booklet Describes 
Conductor Rail Supports 


€¢Conuctor Rail Supports” is the title of 
publication 5005, just released by the 
Delta-Star Electric Company. The publication 
describes various designs of supports available 
for over-running and under-running conductor 
rails. The latter type features a construction 
that is said to prevent dropping the rail even if 
the porcelain is completely broken away. All 
types are rated for 750-volt service but the 
insulators are of such size that electrical rating 
is considerably greater than service rating. 

Copies may be obtained from Delta-Star 
Electric Company, 2400 Block, Fulton street, 
Chicago 12, Illinois. 


New “Industrial Monkey” 
Eliminates Pole Climbing 


NEW labor-saving machine designed to 

reach hard-to-get-at heights has de- 
veloped by Capital Industries, Inc., Portland, 
Oregon, and is being manufactured by the 
Harsh Machine Works of Portland. 

Aptly named the “Industrial Monkey,” the 
machine was especially planned for use by 
power companies, It consists of an extendable 
steel boom mounted on any 14 ton or larger 
truck. On the end of the boom is a rail-pro- 
tected, automatically self-leveling work plat- 
form insulated to protect against 8000 volts. 
Sixteen feet long closed, the boom extends to 
26 feet and is mounted on the truck at a point 
approximately 64 feet above the ground. The 
additional height of the worker enables him 
to work safely and comfortably at heights up 
to 40 feet. 

Hydraulic in operation, the boom is con- 
trolled by the worker on the platform by an 
arrangement of foot buttons. It may also be 
operated from the truck cab. 

Descriptive folder may be obtained from the 
Capital Industries, Inc. 


Rural Service Distribution 
Transformers Described 


NEw bulletin on rural service distribution 
transformers has been released by Allis- 
Chalmers Manufacturing Company. 
Described are three Tenis types of trans- 
formers—the RU with double gap and in- 
ternal protective link, the RU with arrester- 
load limited combination, and the ACP with 
built-in secondary breaker. . 
Copies of bulletin No. 61B6726A are avail- 
able upon request from Allis-Chalmers Man- 
ufacturing Company, 965 S. 70th street, Mil- 
waukee, Wisconsin. 


Mention the FortnicHt.ty—It identifies your inquiry 





Public Utilities Fortnightly 





‘MERCOID 
CONTRUES 


Vin can always count on 


their fine engineering 
to give very dependable 
service for a long time. 
| They are built to last. 





THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, ILL 
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running lines into the future 
BARBADOES MARKS FIRST YEAR OF OPERATION 
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o FOSTER WHEELER steam 
ynerators supply steam for the 
ew turbines at BARBADOES 
TATION of PHILADELPHIA 
LECTRIC COMPANY. 








600,000 Ib per hr 
330,000 to 600,000 Ib per hr 
825 psi 


Capacity per Unit 





t Control Range 
Superheater Outlet 
| 

n , Temperature 900 F 


Coal Pulverized in FW Ball Mills (two per unit) 






































A total of 1,200,000 Ib of steam per hr is 
supplied to the new turbo-generators by two 
Foster Wheeler Steam Generators which have 
a performance record proving the advantages 
of such Foster Wheeler design features as slag- 
free furnace arrangement, low draft loss, and 
efficient heat recovery arrangement. Each unit 
is fired by two Foster Wheeler Ball Mill Pulver- 
izers with facilities to permit full load operation 


The growth in the supply 
of electric power keeps 
pace with the rising pop- 
ulation and productivity 
of Philadelphia's highly 
industrialized Schuylkill 
Valley since two 66,000- 
kilowatt turbo - genera- 
tor units were installed a 


year ago in the $24,000,000 expansion of the 
Philadelphia Electric's Barbadoes Station. This 
station, which has a total capacity of 180,000 
kilowatts — enough for the needs of 500,000 
homes—is part of the Company's electric sys- 
tem covering an area of 2,255 square miles 
and serving more than 900,000 customers. 


FOSTER WHEELER CORPORATION + 


FOSTER W 


165 BROADWAY + 


with coal or gas. 

The most advanced techniques permit the 
handling of 12,000 tons of coal, 30,000,000 
pounds of steam and 250,000,000 gallons of 
water each day at Barbadoes. Only 1! men 
per shift are required to operate the two new 
units and steam generators. 


NEW YORK 6, NEW YORK 


WHEELER 
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for every well-informed 
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Published quarterly, this profes- 
sional journal concerns itself 
with the important financial 
problems confronting our major 
industries. Your organization 
should have it available 
for ready reference 


Subscription Price — $4 per Year 


Published by 
The NEW YORK SOCIETY OF SECURITY ANALYSTS, Inc. 
74 Broad Street, New York 4, N. Y. 
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Many utility companies have discovered that 
IBM Accounting does the complete job with 

all-purpose machines, handling Payroll, 
Accounts Receivable, Accounts Payable, and 
all other accounting and statistical functions. 
The same automatic IBM machines, operated 
by the same personnel, produce all the reports, 
analyses, bills, paychecks, and records needed. 



























INTERNATIONAL BUSINESS MACHINES CORPORATION 








mplete the whole jab 


IBM ACCOUNTING 






AUTOMATIC 


IBM developments have lightened 
the burden of all utility account- 
ing and made it a fast, efficient 
operation. Send the coupon or call 
the local IBM office today for full 
information. 


IBM, Dept. D 
590 Madison Avenyve, New York 22, N. Y. 
Please send me your booklet, 

“General Accounting for Electric, Gas and 
Water Utilities.” 
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“The easiest way 


to buy Bonds...” 


MR. MARTIN W. CLEMENT 
Chairman of the Board, Pennsylvania R.R. 





“We on the Pennsylvania believe in the Payroll Savings Plan. 
Labor and management, officers, employees, over half of us 
are enjoying it. We believe it is good for our country and 
our company, and it is good for ourselves and our families 


to have these savings.” 


Top executives of more than 20,000 
large companies share Mr. Clement’s 
conviction that the Payroll Savings 
Plan is good for the country, the com- 
pany, the employees and their families. 

Obviously it is good for the country. 
The monthly purchase of Savings 
Bonds by more than 8,000,000 Ameri- 
cans is building a huge fund of buying 
dollars that will be reflected in the 
sales curves of tomorrow. 

And certainly it is good for the com- 
pany. The employee who puts a part of 
his earnings in Savings Bonds every 


month is not the type of man whose 
name appears frequently on the ab- 
sentee or accident records. Serious sav- 
ers are serious—productive workers. 

For the employee, the Payroll Sav- 
ings Plan is a positive boon. It is the 
easy, automatic way for him to build 
financial independence, provide for the 
education of children or save money 
for a home. 

If your company does not have a 
Payroll Savings Plan, get in touch 
with your State Director, Savings Bond 
Division, U. S. Treasury Department. 


The U. S. Government does not pay for this advertising. The Treasury 
Department thanks, for their patriotic donation, the G. M. Basford 
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1990 


and 10 weeks 


on 2 transformers 


how RM* made this possible 


The Customer’s Specifications: 

—Two, 3-phase transformers 

—1,000 kva each 

—High voltage: 22.9 kv 

—High voltage taps: two 244% above, 

two 22% below 

—low voltage: 5040/8720Y-volts with 
+ 10% Automatic Load Ratio Control 

—Impedance: 6% 

—Oil preservation: Sealed tank 

—Special features: provision for future fans; 
self-contained power supply for LRC. 


Our Quotation: 


Price $26,516 net 
Shipment—23 weeks 


Our Alternate Quotation 
on RM-standard transformers: 


Price——$24,566 
Shipment—13 weeks 





Here’s a case where RM specifications matched the customer’s 
original specifications, with only 2 minor variations. RM high- 
voltage taps were: 24,100/23,500—22,300/21,700 (within 
\Y%{% of specified taps!). Also, the power supply for LRC 
was not self-contained—which actually proved preferable 
for this application. 


Customer bought RM, saved nearly two thousand dollars— 
received faster delivery. 


Before you buy your next small power transformer, investi- 
gate RM. If standard transformers can fit your needs—yox, 


too will save. 


Ask for catalog GEC-479. Apparatus Dept., General Electric 
Company, Schenectady 5, N. Y. 


*RM means “Repetitive Manufacture.” By using standardized construction methods, General Electric builds RM power 
transformers more economically—delivers them faster. Listed RM ratings are available up to 10,000 kva and 69 kv, with 
many optional features. All RM transformers up to 2000 kva are produced with Spirakore(R) construction. 


GENERAL (6) ELECTRIC 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, - 
valuations, special reports, investigations, financing, design, and construction. » » D 

Ir 








Tae American Arprpraisat Company si 
ORIGINAL COST STUDIES « VALUATIONS ¢ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 











ge Ford, Bacon & Davis 


= 8D Vv Pht a s Engineers CONSTRUCTION 


RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO e LOS ANGELES 








GIBBS & HILL 1no. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORE LOS ANGELES 
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GILBERT ASSOCIATES, Inc. 








ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction e e Personnel Relations 
Inspections and Surveys Reading New York Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 








—— HENKELS & McCOY —— 














Electric & Telephone Line Construction Company 
TRANSMISSION DISTRIBUTION CONTRACTORS RIGHT OF WAYS 
OVERHEAD UNDERGROUND PHILADELPHIA CHEMICAL CONTROL 
CONSTRUCTION MAINTENANCE TRE TRIMMING 
BALL FIELD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND O1L LINES 
NOW WORKING IN FOURTEEN STATES 




















CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 











HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 





She h ul lit -— n loyorniion 


ENGINEERS? ONSTRUCTORS 


1200 NORTH BROAD STREET, PHILADELPHIA. 21 PA 


HEMICAL, ANI NO 
g, Fla. « 











WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consu!tants 


Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 
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LOEB AND EAMES 
Public Utility Engineers and Operators 

Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
80 FEDERAL STREET “=. BOSTON 10, MASS. 








Pioneer Service — Co. 


CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 





231 SOUTH LA SALLE STREET. 


CHICAGO 4, ILLINOIS 








ENGINEERS 
AND 


CONSTRUCTORS 


SANDERSON & PORTER Sap 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








Design—Construction—Re ports—A ppraisals 
Consulting Engineering 





The J. G. WHITE ENGINEERING CORPORATION 


80 BROAD STREET NEW YORK 4, N. Y. 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 

Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators, Industrial Buildings 
City Planning, Reports, Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
Appraisals - ee - Reports 


in connection w 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 
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BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and re 
ports, des and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaie St., Cricaco 
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EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctTric Co. 
Electrical Contracting Engineers 
TRANSMISSION LINBS—UNDERGROUND DIsTRI- 
BUTION — PowER STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


2416 SouTH MICHIGAN Ave. Cxicaco 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 


SLATER-BYRNE MANAGEMENT 
ASSOCIATES 


Raymond G. Ankner, Consultant 


Rate Cases — Special Studies 
Original Costs, Etc. 


50 Broadway, New York 4, N. Y. 
Tel. Digby 4-1910 














W. C. GILMAN & COMPANY 


Consulting Engineers 


Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York 5 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 

















SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 


DEPRECIATION 
For Rate Cases and Income Tax 


1421 Chestnut Street Philadelphia 2, Pa. 
Tel. Rittenhouse 6-3037 





© bees 


T ; 


Pr 


United States Testing Company, Inc. 


Hobok 

















JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON 


NEW YORK 








WESTCOTT & MAPES 


ncorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


NEW HAVEN CONNECTICUT 
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SMALLEST 
~ pee 


TO THE 


LARGEST 


Hyprautic turbines in all sizes, 
using either Francis or propeller type 
runners, have been built at Newport News 
for use throughout the United States and 
many parts of the world. 


Shown above is one turbine using a 
164-inch runner in a cast iron spiral cas- 
ing and another using a 238!4-inch runner 
in a riveted steel plate spiral casing. 


Newport News built hydraulic turbines, 


500 Horsepower— 
83-foot Head 


57,000 Horsepower— 
81-foot Head 


aggregating a rated output of more than 
5,900,000 horsepower, have been furnished 
for such plants as Grand Coulee, Hoover, 
Norris, Wilson, Dnieprostroy, and many 
others. Hydraulic turbine work now in 
progress at Newport News is in excess 
of 1,000,000 horsepower. Inquiries are 
invited. 


“Water Power Equipment” booklet will 
be sent upon request. 


EWPORT NEWS 


HHIPBUILDING AND DRY DOCK CO. 
EWPORT NEWS, VIRGINIA 














